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PREFACE 


The present Survey, the 1974 edition in a series prepared 
annually by the secretariat of the Economic and Social Commission 
for Asia and the Pacific (ESCAP) (formerly ECAFE), as in previous 
years, analyses recent economic developments in the region and 
international events affecting it. Perhaps more than in the past, 
particular attention is paid to economic and social policy issues 
and broad development strategies. 


This Survey was compiled during 1974 as a mid-term review 
and appraisal of the International Development Strategy for the 
Second United Nations Development Decade in the ESCAP region. 
In this respect it is similar to the 1972 Survey, which took the 
form of the first biennial review and appraisal for the Decade. This 
Survey initiates the practice of producing an integrated coverage 
of both economic and social developments, reflecting the unified 
and multidisciplinary approach to development endorsed by the 
Commission at its 1974 session and the change in the name of the 
Economic Commission for Asia and the Far East to the Economic 
and Social Commission for Asia and the Pacific. 


The International Development Strategy for the Second 
Development Decade lays down the goals and objectives for the 
decade and emphasizes the need for appropriate arrangements for 
evaluating progress. To assist in this task, the present Survey 
includes as Part One a review of the economic and social situation 
in the ESCAP region; as Part Two a more detailed analysis of 
seven major priority problems — related to food, energy, raw 
materials, development assistance, employment, trade, and land- 
locked and island States; and finally, as Part Three, a discussion 
of short-term and long-term policy needs in the context of both 
immediate problems and development strategies, with emphasis on 
the need for “planning for the masses”. 


This Survey is published on the sole responsibility of the 
ESCAP secretariat. Although its contents have benefited from the 
comments of both experts and official representatives from member 
countries, the views expressed herein are not necessarily those of 
the Commission or the Governments of its member countries. 


Bangkok, March 1975 
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EXPLANATORY NOTE 


The term “ESCAP region” is used in the present issue of the Survey to include Afghanistan, Australia, Bangladesh, Bhutan, the British Solo- 
mon Islands, Brunei, Burma, Cambodia, China, the Cook Islands, Fiji, the Gilbert and Ellice Islands, Hong Kong, India, Indonesia, Iran, Japan, 
Laos, Malaysia, Mongolia, Nauru, Nepal, New Zealand, Pakistan, Papua New Guinea, the Philippines, the Republic of Korea, the Republic of 
South Viet-Nam, Singapore, Sri Lanka, Thailand, Tonga, the Trust Territory of the Pacific Islands and Western Samoa. The term “developing 
ESCAP region” excludes Australia, Japan and New Zealand. 


Reference to “tons” indicates metric tons, and to “dollars”, United States dollars, unless otherwise stated. 
The term “billion” signifies a thousand million. 

Three dots (...) indicate that data are not available or are not separately reported. 

A dash (—) indicates that the amount is nil or negligible. 

A blank in a table indicates that the item is not applicable. 


A hyphen (-) between dates representing years, e.g. 1960-1970, is used to signify the full period involved, including the beginning and 
end years. 


A stroke (/) indicates a crop year, fiscal year or plan year, e.g. 1972/73. 
The plan years of the ESCAP countries coincide with their fiscal years as given in the table below. 
In respect of information given, the countries listed below have generally been included, subject to limitation of data. 


Official rate of exchange 
for one United States 


Country 


Fiscal year 


Currency and abbreviation 


dollar as March 1975 
except as otherwise 


indicated 
Afghanistan 21 March to 20 March Afghani (Af) 45.00 
Australia . July to June Australian dollar ($A) 0.74 
Bangladesh July to June Taka 7.816" 
Bhutan 43 fi April to March Rupee (Rs) 8.150 
British Solomon Islands . January to December Australian dollar ($A) 0.74 
Brunei January to December: Brunei dollar ($Br) 2.419% 
Burma October to September Kyat (K) 6.305° 
China . : January to December Yuan (¥) 1.75: 
Cook Islands . April to March New: Zealand dollar ($NZ) 0.746 
Fiji j January to December Fijian dollar ($F) 0.80" 
Hong Kong . April to March Hong Kong dollar ($HK) 5.085 
India . April to March Rupee (Rs) 8.150" 
Indonesia . January to December Rupiah (Rp) = 
Iran 21 March to 20 March Rial (Rls) 66.64 
Jabatt 5.4 wa hs April to March Yen (Y) 293.80 
Khmer Republic® January to December Riel (KR) 1,615.00 
Laos July to June Kip (K) 600.00* 
Malaysia January to December Malaysian dollar ($M) 2.26 
Mongolia . January to December . Tugrik 3.20° 
Nauru July to June Australian dollar ($A) 0.74 
Nepal . 16 July to 15 July Rupee (NRs) 10.56 
New Zealand . April to March New Zealand dollar ($NZ) 0.746 
Pakistan ae July to June Rupee (PRs) 993° 
Papua New Guinea . July to June Australian dollar ($A) 0.74 
Philippines July to June Peso (P) 7.03 
Republic of Korea : January to December Won (W) 484.00 
Republic of Viet-Nam! . January to December Piastre ($VN) 725.00: 
Singapore April to March Singapore dollar ($8) 2.26 
Sri Lanka October to September Rupee (SRs) 6.424° 
Thailand . October to September Baht (B) 20.45 
Tonga : July to June Tongan dollar ($T) 0.67% 
Western Samoa . January to December Tala ($WS) 0.5962* 


Sources: International Financial Statistics, Monthly Bulletin, May 1975; United Nations, Monthly Bulletin of Statistics, April 1975; Inter- 
national Financial Statistics, Direction of Trade Annual, 1969-1973. 


Note:  * February 1975. 
> December 1974. 
© Selling rate. 
* December 1973. 
* January 1975. 
* Cross rate based on closing sterling-dollar rates in London. 
® Exchange rates are 374 (major export rate) and 415 (major import rate and other import rate). 
® Now Cambodia. F 
* Now Republic of South Viet-Nam. 
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SUMMARY AND CONCLUSIONS 


(a) Over-all performance and perspectives 


At this, the mid-point of the Second United 
Nations Development Decade, many of the develop- 
ing countries of the region covered by the Economic 
and Social Commission for Asia and the Pacific 
have experienced serious impediments to their 
development progress. These make the prospect of 
their attaining the targets of the International Deve- 
lopment Strategy rather dim — at least unless there 
is a significant turn-around in circumstances which 
are immediately or largely beyond the control of the 
Governments concerned, and an equally substantial 
improvement in the effectiveness of their own 
national policies to deal with the problems besetting 
them. Many of these problems are local, both 
long-standing and more short-term, but some of the 
most serious have their sources outside the region 
altogether. These external circumstances have had 
very considerable impact on countries of the region 
which have also had to contend with serious internal 
difficulties. 


The most serious of the world-wide issues which 
have caused problems for the ESCAP developing 
countries has been the general inflationary and, 
more recently, recessionary trends which have been 
experienced by these countries’ developed trading- 
partners, aid-donors and other countries with whose 
economies they are interdependent. Although the 
commodity boom, one aspect of recent price move- 
ments, which has now more or less tapered off, 
benefited some ESCAP developing countries in the 
short term, the adverse impact of rising prices for 
such imports on many ESCAP developing countries 
was acute and that of the stagflation in developed 
countries has been even more general and more 
long-lasting. Meanwhile, the breakdown of the in- 
ternational monetary system and the difficulty that 
both the developed and the developing countries 
have been having in establishing a new, more 
relevant economic and monetary order have affected 
the region both directly and through the developed 
countries’ reduced ability to assist them through 
sufficient expansion of trade and aid. 


The world-wide food shortage and the sharp rise 
in prices of the main source of energy have been 
interrelated but distinct aspects of the general 
economic situation affecting the region. The low- 
income countries, in which large proportions of 
rapidly-growing populations were already below or 
close to minimum levels of food consumption, have 
been the worst affected by the crisis in food pro- 


duction. Moreover, the global shortage has reduced 
the availability of food-aid and raised the price of 
food-imports at the same time as domestic supplies 
have been restricted. Meanwhile, the “energy 
crisis” has inhibited development programmes, con- 
tributed to inflation, and increased the balance-of- 
payments problems of most ESCAP developing 
countries — the better-off as well as those whose 
masses are experiencing acute poverty. 


(1) Economic growth 


The International Development Strategy’s 6 per 
cent target for average annual growth in gross pro- 
duct and 3.5 per cent target for per capita growth, 
modest as they are in view of the huge gap between 
the rich and the poor countries, have not been 
approached in the countries containing most of the 
region’s population (excluding China). On the 
other hand, a few countries have surpassed the 
over-all target while several others seem to have 
come close to it. Many factors have contributed to 
the poor performance of the countries, including 
massive droughts and floods experienced by the 
whole south Asian subcontinent. 


Almost all ESCAP developing countries fell 
short of the 4 per cent target set for growth of 
agricultural output, with negative rates recorded in 
a few countries. The recent recovery in food 
production following the severe drought in 1972 has 
been insufficient to create an adequate supply situa- 
tion in view of the massive restocking required. 
Moreover, the region’s food supply situation has 
been made worse by the global nature of the food 
shortage, raising prices and inhibiting imports. 
Future agricultural prospects for the region are 
discouraging, not least because of the possibility of 
further bad weather and the certainty of very high 
fertilizer prices caused by the new high cost of 
oil and the general world inflation. 


In the manufacturing sector, lack of data 
precludes measurement of progress towards the 8 
per cent output growth target set in the Strategy. 
It is apparent, however, that those countries which 
were recording high industrial growth rates in the 
previous decade have continued to do so, while 
those with previously sluggish growth — again main- 
ly countries in the subcontinent — have continued 
to experience difficulties.. Industrialization in the 
region during the rest of the decade may be impeded 
both by uncertainty over oil supplies and prices 
and by the general slow-down in the world economy 
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that has been partly brought about by the energy 
situation and the developed countries’ policies to 
combat inflation. Employment in manufacturing 
has grown, although only a very small proportion 
of the increasing labour supply has been absorbed, 
partly because of rising capital-intensity. 


Progress in the provision of physical infrastruc- 
ture, especially shipping and other transport services, 
has been mixed. Technological change has been 
important here, but it has not always been easily 
absorbed. Moreover, with only a few exceptions, 
the expansion of merchant fleets in the region has 
been slow. Land transport and communications 
have occupied an important place in development 
plans, although what statistics are available suggest 
that actual expansion of roads, railways and vehicles 
has been modest in most countries. Likewise, the 
targets for telecommunications seem to have been 
achieved in very few cases. 


Meanwhile, populations and labour forces have 
continued to expand at alarming rates. In these 
demographic circumstances, there is an urgent need 
for increased employment opportunities through ex- 
panded production and, therefore, investment. How- 
ever, a review of trends in investment, domestic 
savings, development assistance and other external 
finance shows, inter alia, that only a handful of 
countries have managed to attain an investment/ 
GNP ratio above 20 per cent by the middle of the 
decade; that, with the notable exception of the 
oil-producers, savings rates in the region have 
generally declined; that most countries face difficulty 
in mobilizing sufficient resources from tax and 
non-tax sources to maintain real development ex- 
penditures, so that substantial efforts are required, 
particularly in the agricultural sector; and that 
development assistance has fallen off, both as a 
percentage of donor countries’ GNP and as a per- 
centage of the gross product of the developing 
ESCAP region, while the latter’s liability for debt 
servicing has risen rapidly. 


Meanwhile, most of the countries of the region 
are facing an inflationary situation which has created 
short-run crisis conditions and is threatening long- 
term development strategies. In general, rates of 
inflation in the region have become higher than in 
developed OECD countries. Both domestic and 
international causes are involved and often inter- 
related, but the main elements in the over-all price 
rises have been food, raw materials and imported 
industrial commodities. In attempts to counteract 
the inflationary conditions, which comprise a new 
phenomenon for several of the countries, input and 
consumer subsidies and price-support policies have 
been adopted. These have been supplemented in 
some cases by statutory: controls, fiscal and mone- 
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tary measures, and nationalization policies. Un- 
fortunately, while consumer subsidies may be 
necessary to maintain or advance social justice, input 
subsidies tend to have the opposite effect while 
fuelling rather than stemming inflation. 


The role of money supply in inflation has been 
difficult to ascertain, not least because the effect 
of monetary policy upon it remains marginal in 
much of the region. However, marked increases 
have been occurring in money supply, as well as 
in the role of quasi-money and in government 
borrowing from the banking sector. Recent mea- 
sures have involved more active interest-rate policies, 
tighter control over credit-creation, and institutional 
improvements. ms 


(2) Institutional and social factors 


“Economic” factors all have significant institu- 
tional and social causes and consequences, and any 
division into economic and social conditions of the 
region would be artificial However, more emphasis 
must be placed on various institutional and social 
goals which have sometimes received inadequate 
attention from economic policy-makers. Develop- 
ment planning administration itself is in need of 
further reform, particularly in view of the emphasis 
on plan implementation contained in the Second 
Development Decade Strategy. Some administrative 
reforms have occurred in several countries, but 
improvement has generally been far from satisfactory 
in plan formulation and plan implementation, or 
even in the development of adequate resources for 
both. However, improved administrative techniques 
have to be complemented to a greater degree by 
institutional changes aimed at increasing participa- 
tion; there is increasing recognition in the region 
of the need for such changes. 


The limited evidence that is available suggests 
that there has been some progress made towards 
social goals during the first half of the decade — 
at least in intent as reflected in planned expenditures. 
However, as social expenditures tend to be regarded 
as luxuries, they are sensitive to changes in economic 
and strategic circumstances, particularly to resource 
shortages such as those experienced recently. In 
the field of health and nutrition, it is expected 
that such problems as the incidence of cholera and 
serious protein deficiency will become more severe. 
On the other hand, health planning is becoming 
more appropriate to the region’s needs, with several 
countries spearheading a reorientation from high 
training standards to the provision of low-level, 
local, paramedical services accessible to the mass 
of the people. 


Most education indicators have continued to 
signal improvements, although in many countries 
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primary education still receives less attention than 
its relevance for the general populace merits. 
Similarly, female enrolments continue to lag behind 
male, with a few striking exceptions. The outlook 
is not bright in view of the huge increase in school- 
age population which will occur over the next 
decade or two. Moreover, the relevance of present 
curricula is being widely questioned, while the 
increased emphasis on vocational education, now 
beginning to be reflected in some countries’ policies, 
is to be welcomed. Meanwhile, housing conditions 
are deteriorating rapidly as industrial concentration 
and inadequate attention to rural development pro- 
duce urbanization and its concomitant problems in 
huge measure. Housing is by no means the only 
urban problem, but it is complex, large in itself, 
and characteristic of the whole gamut of crises in 
the “Asian city”’. 


A major theme of development in this and 
the next decades must be increased participation by 
people at all levels of society in the development 
process. Participation can serve as a tool for the 
mobilization of human resources which is necessary 
to deal with the region’s difficult and interdependent 
social problems. Several countries have adopted 
different approaches to this mobilization. The de- 
velopment of effective participative styles is not 
simple and requires both careful planning and 
dedicated implementation. Perhaps the most en- 
couraging social trend in the region is the growing 
demand by women and youth for an active role 
in the development process. On the other hand, 
discrimination against women continues and in many 
countries is deeply entrenched in cultural as well 
as legal codes; thus further progress is expected 
to be slow. 


In spite of the increasing attention to participa- 
tion techniques, the outlook for social conditions 
is generally bleak. Indeed, the interrelationship of 
economic and social processes, and the dependence 
of solutions to some problems on success in the 
development effort generally, lead to the conclusion 
that only the most radical measures hold out hope 
for real solutions. For several reasons, the priority 
—even the possibility— of social expenditures is 
likely to be reduced during the rest of this decade. 
Thus, only through a much higher degree of people- 
participation and local self-sufficiency, involving 
radical departures from most countries’ traditional 
development models, patterns and strategies, can 
successful social development be anticipated for 
much of the region. 


The most important aspect of economic and 
social conditions in the region is the maldistribution 


of income and the mass poverty which affects a 
very large proportion of its population. In spite 
of extreme difficulties of measurement, sufficient 
evidence can be cited to demonstrate the increasing 
inequality and abject poverty apparent in the region. 
Official policies have failed in many cases to deal 
with the worsening situation, either because they 
have been ill-conceived or ineffectively implemented, 
and the already alarming situation has been aggra- 
vated by the impact on vulnerable societies of such 
recent developments as world inflation, crop failure 
and the energy crisis. 


(b) Major issues in the region 


In view of the serious situation affecting many 
countries, and particularly the large proportions of 
the very poor in their populations, it is necessary 
for attention at the national, regional and inter- 
national level to be focused on certain key aspects 
of the over-all problem. Indeed, for several coun- 
tries most seriously affected both by long-term 
problems of population-pressure and poverty and 
by recent developments, urgent solutions to these 
particular problems are necessary to maintain the 
development effort at all, let alone to record 
significant progress towards the targets of the Second 
United Nations Development Decade Strategy. The 
major problem areas concern food shortages, the 
energy and other raw materials situation, develop- 
ment assistance, employment problems, trade poli- 
cies, and indeed the appropriateness of over-all 
development strategies. The special problems facing 
land-locked and developing island economies also 
require immediate attention. 


(1) Food shortages and policies 


Rice production had grown more slowly than 
population in several countries, although in some 
the output of wheat and maize has grown faster. 
Over-all cereal production has exhibited consider- 
able instability, with a particularly low output in 
1972. Nutritional levels have risen only slightly in 
many countries and calory-intake fell in two of the 
largest countries of south Asia. Most countries 
continued to experience shortfalls in their energy 
requirements, and the poorer sections of the popula- 
tion have very low nutritional levels. The produc- 
tion of pulses, the main protein-source for the poor, 
has declined. These various circumstances have 
caused increasing dependence on imports for many 
countries. However, those most in need already 
have serious balance-of-payments problems, while 
economic difficulties and production shortfalls else- 
where in the world have restricted both the will 
and the capacity to supply adequate food-aid. 


> 


Increases in production within the region are 
inhibited by the shortage of material inputs, includ- 
ing the development of land resources, the supply 
and management of water, particularly in low 
rain-fed and dry farming areas, the supply of quality 
seeds, the crisis in the supply of fertilizers, plant 
protection, and the problems of mechanization. 
However, several measures are available to help 
alleviate these problems, including the scope for 
intraregional co-operation with respect to fertilizer, 
pesticide and agricultural machinery production and 
distribution. 


In addition to these material inputs considera- 
tions, an improved economic, institutional and policy 
framework is necessary to raise agricultural output. 
Rural finance still falls far short of the region’s 
immense requirements. Problems include the short- 
age of operational staff, the confusing effect of the 
current inflation, the dangers of leakage into un- 
organized markets, and the difficulty of changing 
consumption-oriented attitudes to borrowing. Pro- 


blems similar to the latter are also experienced in- 


systems for improving rural technology, the main 
difficulties being communicating with the farmer 
and increasing his absorptive capacity. In this 
regard, the role and approach of extension services 
need review, and research requires a more practical 
orientation. In regard to price policy, the instru- 
ments used are sometimes inefficient, inconsistent 
with each other, and chosen on the basis of political 
considerations. Moreover, where price subsidies are 
designed to encourage production, they tend to 
benefit the richer farmers. 


A shift of emphasis is necessary to avoid waste 
by concentrating scarce and imported inputs and 
modern technology in areas with adequate water 
and by stressing locally-suitable varieties in drier 
areas. The withdrawal of subsidies and the use of 
concessional credit would assist this approach. 
Multicropping, although requiring complex changes, 
must also receive more attention. Moreover, the 
“green revolution” must be extended and more 
effort applied to ensure its success and the wider 
distribution of its benefits, Finally, it is necessary 
to provide more effective assistance to the many 
“small producers”’ left behind in the modernization 
of agriculture, involving appropriate changes in rural 
power structures where necessary. 


An assured food supply with adequate buffer 
stocks is necessary to safeguard the poor. Food 
imports from abroad can assist national food 
security, provided global production and countries’ 
or donors’ purchasing power permit, but self-reliant 
approaches should be emphasized. Pricing, taxation 
and free marketing structures need to be conducive 
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to a flow of grains from farm to town, sometimes 
assisted by viable public procurement measures. 
The problem of distribution to ensure a share at 
reasonable prices for the poor may.be more difficult, 
but must be dealt with. Some countries operate 
subsidy schemes with various degrees of efficiency 
and success, but more fundamental institutional 
reform is usually necessary. Buffer stocks against 
emergencies also have to be expanded, requiring 
both increases in domestic production and the 
successful implementation of a world food security 
policy which would take account of developing 
countries’ need for balance of payments support. 


(2) Energy and raw materials 


The energy crisis has been one of the most 
important general developments in the recent past, 
having far-reaching immediate and long-run im- 
plications for the development prospects of the 
ESCAP developing countries. The impact of the 
energy crisis on economic development has varied 
among countries, depending on their reliance on 
imported oil and the ability of each deficit country 
to adjust its economy to the cut-backs in oil supplies 
and the sharp rise in price. The oil import costs 
of ESCAP developing countries in 1974 are estimated 
to be almost triple their 1973 level. Many of these 
countries will not be able to solve their ensuing 
balance-of-payments problems without massive ex- 
ternal financial assistance. On the other hand, the 
prospects for the oil-exporting countries of the region 
are immensely brightened, although their positions 
differ greatly, depending on their development needs. 


The energy crisis has affected prices, industry, 
agriculture and transport in oil-deficit developing 
countries. Policies implemented to meet this situa- 
tion have included immediate price increases and 
other measures to curtail and economize in the 
consumption of oil, to secure adequate oil imports 
for essential industries, and to increase production 
of indigenous sources of energy in the short run. 
Measures initiated to tackle the long-term effects 
include those to increase indigenous supplies of oil 
and oil substitutes and to develop new sources of 
energy, as well as to promote integrated energy 
planning. An important contribution can be made 
by international institutions —to channel oil funds 
to developing countries, to facilitate negotiations 
between oil-producers and oil-consumers, to serve 
as information centres, and to initiate co-operative 
energy projects. 


Production and trade problems for other raw 
materials important to the region comprise another 
very important aspect of current and long-term 
development difficulties. For several commodities, 
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ESCAP developing countries are significant but not 
exclusive producers. Over the longer term, the 
importance of either crude or processed raw ma- 
terials in world trade is falling and prices are very 
unstable. The recent commodity boom has affected 
different commodities and countries to different 
degrees, including, for some countries, a severe 
adverse impact of high prices for commodity im- 
ports. Now, the exporters are facing a weakening 
of the boom coincident with slowing aggregate 
demand in developed market economies. 


The crucial problems affecting the region with 
respect to raw materials include limited access to 
markets and competition from synthetics. Parti- 
cular external factors affecting various specific 
commodities include developed countries’ high effec- 
tive protection through tariffs against imports of 
processed goods; stringent quantitative restrictions; 
production supports and export aids to assist 
developed countries’ own primary producers; in- 
efficient marketing systems; and the massive research 
undertaken and progressive economies of scale found 
in the use of synthetic substitutes, supported by 
vertical integration and by greater price stability 
and security of supply. The latter difficulties are 
experienced particularly by natural rubber, jute and 
allied fibres, hard fibres, and hides, skins and leather. 


Meanwhile, the stabilization role of pricing 
arrangements has been increasingly replaced by the 
aim of setting prices at fair and equitable levels 
in order to redistribute income. For this to work, 
the co-operation of consuming countries is essential. 
At the regional level, co-operative approaches are 
being promoted for several commodities, including 
coconut, pepper, natural rubber, timber, tin and jute. 
In some of these, commodity communities have 
already been established to modernize and expand 
production, processing, marketing and trade. So 
far, however, their activities have been modest, with 
the emphasis on the provision and exchange of 
information rather than plan harmonization and 
export surplus management through buffer stocks 
and other devices. Indeed, such measures will re- 
quire external assistance and complex operations. 


Nevertheless, long-term means for maximizing 
earnings from the export of raw materials should 
include the extension and strengthening of com- 
modity agreements and producers’ communities and 
the faster development of processing industries, 
The latter will require intraregional co-operation 
among developing country producers, lowered tariff 
barriers on the part of developed countries, and 
the co-ordinated transfer of technology and capital 
to raw materials-producing developing countries. 
Among the problems which are faced by these 
commodities, as well as by others for which co- 


operative arrangements do not exist, is shipping. 
Aspects of this problem include the need for faster 
loading, more storage facilities, combined ocean- 
Carriage arrangements, and barge-collection systems 
serving small ports. 


To protect the interests of countries of the 
region, natural resources should be inventoried with 
the assistance of international and donor agencies 
and conserved and regenerated. In the exploitation 
of these resources, environmental concern should 
remain vigorous and pollution be avoided. Increases 
in productivity should be sought and the gains 
should be retained by the exporting developing 
countries. In improving productivity, processing 
and marketing, the interest of small producers 
should be maximized. ; 


(3) External assistance 


External assistance still has a crucial role to 
play in the development of the region. It should 
be viewed as an international extension of the 
principle, adopted at a national level by both 
developed and developing countries, that every 
citizen has to be ensured the bare social minimum 
of economic well-being. Moreover, an inflow of 
external resources is necessary to assist recipient 
countries to become self-reliant in the shortest 
possible time. ‘‘Aid proper’ (official development 
assistance disbursements) by the member countries 
of the Development Assistance Committee (DAC) 
of OECD fell to 0.30 per cent of their combined 
GNP by 1973, compared with the target of 0.7 per 
cent, while the grant element of ODA remained at 
84 per cent of disbursements. The proportion of 
multilateral contributions doubled, technical expendi- 
tures rose, and the share of food-aid fell. Least- 
developed countries received more assistance, but 
the poor south Asian countries received smaller 
shares of the total than during the previous decade. 


Various problems are associated with the valua- 
tion of the aid-content: problems of commercial 
flows within the 1 per cent target, and the definition 
and degree of concessionality of flows within the 
ODA target. Since commercial and multilateral 
agencies’ interest rates have risen, there is a need 
for ODA flows to include interest rate subsidies. 
Moreover, rates of return on development loans are 
difficult to assess and often initially low; thus, a 
greater bias towards soft loans is desirable. Indeed, 
hard lending can impose considerable costs of debt- 
servicing on the recipient country, sometimes neces- 
sitating rescheduling which might have been avoided 
with softer initial terms. 


As well as invariably increasing the cost of 
imports, aid-tying can affect economic growth in 
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other adverse ways. These include distortion of 
priorities, inappropriate technology, favouritism for 
foreign invested companies, excessive import-content, 
and high administrative costs. Some moves have 
been made by the DAC to reduce the tied element, 
but developing countries still face the dilemma 
between more tied aid and less untied aid. As this 
trade-off is very difficult to evaluate, they will 
continue to accept tied aid and therefore need to 
mitigate its adverse effects. Recent suggestions to 
achieve this include those for the import of less- 
advanced technology, the better programming of 
aid-utilization, widely-publicized international bid- 
ding, preferential margins and technical assistance 
for local suppliers, and the pooling of donor 
countries’ aid to different recipients to give more 
flexibility in sources of imports. 


Aid-flows to the region from the centrally- 
planned economies (the CMEA members and China) 
differ somewhat from the aid pattern by DAC 
countries. Nearly all aid from the CMEA group 
and China is bilateral and tied to creditor-sources. 
Repayments, however, are made in commodities or 
local currencies and there is no donor control over 
aid-funded enterprises. Chinese aid consists almost 
wholly of interest-free long-term loans and some 
grants, with an emphasis on the use of local 
materials. 


Various proposals have been made for imple- 
menting a fresh approach to aid policies, and several 
international efforts are in hand to organize emer- 
gency aid to countries seriously affected by current 
developments. Aid so far organized has fallen far 
short of recipients’ expectations, but the immediate 
problems are being approached in a constructive 
spirit. Efforts are being made to arrange support 
for developing countries’ balances of payments, some 
of them in the context of the on-going reform of 
the international monetary system. Among these 
are the IMF medium-term balance of payments 
support to stabilize primary export proceeds, and 
the facility already available to assist members facing 
high oil, fertilizer and other import-costs. Decisions 
are expected soon on establishing a “link” between 
aid and SDR-creation, and on arrangements to 
recycle “oil money” in order to provide credit 
facilities for developing countries. 


In the controversial field of food aid, which 
accounts for about 15 per cent of ODA, there has 
recently been some hardening of terms. However, 
the recent World Food Conference provisionally 
agreed that 10 million tons would be the minimum 
amount of food aid required in each of the years 
1975 and 1976. National food reserves could reduce 
the need for enlarged food-aid and emergency 
stocks, but, unfortunately, medium-term balance of 


payments support to facilitate such buffer reserves 
is not yet forthcoming. The recommended estab- 
lishment of an International Fund for Agricultural 
Development may also be time-consuming. 


To help alleviate mass poverty and unemploy- 
ment, the transfer of resources must be larger, more 
concessionary, and more oriented to raising output, 
yarticularly in agriculture and social aspects of 
development. In aiding rural development, however, 
small-scale employment-oriented projects are difficult 
to assist under existing approaches. Also, several 
difficulties are involved in the provision of technical 
assistance, however desirable it may be in increasing 
a country’s absorptive capacity; notably, in the 


_adequate supply of qualified personnel in the 


field of activity required and in the evaluation of 
the costs and benefits. An even more difficult 
problem is raised in the giving of aid to least- 
developed countries which may have low absorptive 
capacity: although their needs are more insistent, 
it is still necessary to extend aid which will effectively 
stimulate local development efforts. 


With respect to the serious problem of debt, 
it is again the poorest, densely-populated countries 
of south Asia with slow export-growth which are 
worst-affected in the region. The current emergency 
has enhanced the seriousness of the situation, but 
there are also long-range problems in external debt 
repayment which must be faced. Donor countries 
continue to lend on hard terms which enhance the 
need for relief. More effective advance warning 
systems are necessary and should include both 
monitoring and publicity by the recipient as well 
as collective scrutiny by donors. Clear guidelines 
for determining eligibility, which should be formulat- 
ed urgently, will need to involve various considera- 
tions related to the composition of imports as well 
as over-all trade flows and new borrowing activities. 


The utilization of development assistance is 
increasingly important in the light of current “aid- 
weariness’. Various problems are involved in the 
evaluation of requirements, appraisal of proposals 
and assessment of aid’s contribution to development. 
Indicators of efficiency of utilization should be built 
into aided activities. The problems are lessened 
when aid is extended on a project basis, but this 
is unsuitable for the emergency aid and payments 
support that is most required in the current situation. 
Programme aid might be allocated among projects 
pro rata with the recipients’ own allocation of 
resources to them. Other ways to improve utiliza- 
tion include speedy co-operative procedures among 
donors and agreed evaluation procedures involving 
partial funding or retroactive reimbursements. The 
monitoring of programme lending, especially that to 
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increase the social orientation of aid, will require 
improved budgeting and accounting systems in 
recipient countries. 


(4) Employment and manpower development 


Too rapid population growth remains an im- 
portant obstacle to achieving the development targets 
in the strategy, especially in the poorest countries 
and sections of countries where most of the growth 
has occurred, in spite of family planning effort. 
However, even in countries where some success has 
been observed with family planning, much of the 
population increase has occurred in the working- 
age population and hence the labour force; and 
the various programmes and projects to increase 
employment rates have remained largely ineffective. 
Seasonal rural underemployment, urban unemploy- 
ment affecting particularly the youth, and the 
problem of the educated unemployed, stand out as 
elements of the over-all employment situation. The 
first two have contributed significantly to the 
phenomenon of mass poverty. Population and 
labour-force projections for the rest of the decade 
are alarming, and a first step in dealing with the 
problems should be a quantitative assessment of 
the situation, including the vast mass of underutilized 
labour. Even the measurable unemployment in 
several countries is serious, although the situations 
in countries of the region differ according to their 
levels of development and socio-economic systems. 


Part of the solution to the problem in general 
lies in restructuring the economy to emphasize more 
labour-intensive sectors and, in each sector or 


industry, choosing labour-intensive technology where - 


possible. Appropriate changes in factor-pricing and 
related government and aid policies are necessary 
to induce the private sector to adopt these more 
often, and to offset the disadvantages which are 
sometimes associated with them; also the true social 
cost of labour and capital should be used in public 
projects. As well as its positive effect on employ- 
ment, this approach can ease balance-of-payments 
problems, may require less of the countries’ often 
scarce skilled and professional manpower, and 
should create a better balance between rural and 
urban growth. Some constructive approaches to 
raise labour requirements are being considered and, 
sometimes, adopted in the region. These include 
multiple-cropping and diversification in agriculture, 
the provision of infrastructure and emphasis on the 
construction industry, the development of co-opera- 
tives and land reform, the use of locally-produced 
simple machines for farming, and measures to 
equalize income distribution in order to increase 
demand for local manufactures. 


The serious urban problems already producing 
glaring inequities and threatening cohesion in many 
parts of the region underline the urgent need for 
much more emphasis on rural development. More 
public works programmes are necessary, with more 
emphasis on their efficiency and better co-ordination 
between state agencies. Also, rural industries must 
be encouraged more effectively, especially where 
these are more appropriate to a situation of food 
and energy crisis and shortage of foreign exchange. 
Third, decentralization and the promotion of co- 
operatives are necessary to overcome institutional 
bottlenecks inhibiting rural development. Govern- 
ment policies should positively assist the reform of 
credit systems, the provision of increasingly expen- 
sive inputs such as fertilizer, the avoidance of pricing 
policies biased against the farmer, and the develop- 
ment of efficient marketing systems. Two examples 
of different approaches to rural development in the 
region are the Sae Maeul Movement in the Republic 
of Korea and the people’s communes in China. 
In both cases, however, numerous benefits have been 
observed by way of promoting rural/urban balance 
and generating useful employment. 


Solutions to the employment problem are made 
more elusive by the region’s problems in the field 
of education and training, and its shortages of 
skilled labour and entrepreneurs. The present em- 
phasis on sophistication must be replaced by more 
relevance to employment and breadth of coverage 
in education systems. But there are difficulties in 
making curricula more vocational and the “brain- 
drain” from rural to urban areas and from deve- 
loping to developed country is a continuing problem. 
Policies to increase worker-skills must be vigorously 
invoked, including measures to encourage on-the-job 
training in industry and to stem the flow of the 
better educated from the countryside where their 
influence on agricultural development is sorely 
needed. In the industrial management field, more 
effective measures are needed to encourage a more 
modern approach to investment and to increase the 
supply and competence of both indigenous senior 
management and middle-level personnel. These 
should include steps to divert able people from 
less productive areas of the economy, on-the-job 
training and retraining at home and abroad, and 
less protection for industry in order to force existing 
entrepreneurs to face up to management problems 
instead of converting them into higher costs. 


Several countries have had useful experiences 
with the promotion of labour-intensive industries, 
with rural development, and with programmes to 
employ the educated. However, the seriousness of 
the present employment situation cannot be over- 
emphasized and a broad range of policies is neces- 
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sary. These must mobilize idle resources; intensify 
the use of labour; assist small and medium-scale 
industries; suport reform in agriculture and effective 
tural development; reduce income-inequities between 
town and country and between the rich and the 
poor in order to expand markets; improve entre- 
preneurial and management techniques, on-the-job 
and institutional training and worker-participation; 
and consider planning and development strategies in 
which full employment is an axiom. 


(5) External trade 


A rather less bleak picture is evident in the 
general trade performance of the region during the 
early years of the decade. Indeed, it has_ been 
better in many developing countries than that tar- 
geted in the International Development Strategy, 
particularly in the export of light-manufactures, 
semi-manufactures and industrial raw materials. 
However, agricultural exports have tended to de- 
cline, and the import of capital goods has expanded 
in response to industrialization. The better export 
performance while imports generally grew more 
slowly contributed to over-all balance of payments 
improvements and, sometimes, large international 
reserves. Not all countries benefited from export 
expansion, however, and even some of those which 
did so have recently seen their surpluses or reduced 
deficits replaced by the lowered economic activity 
in developed countries. These adverse developments 
have been enhanced by the new oil price regime; 
and prospects are not bright in view of the terms 
of trade effect of recent exchange rate adjustments, 
notably devaluation of their currencies against the 
yen. Export restrictions of certain food items have 
also been introduced in some ESCAP developing 
countries under the pressure of continuing tight 


supply. 


The United States, Japan and other developed 
countries have become relatively more important 
as trading partners and the region’s trade depen- 
dence on them is high and increasing. Dependence 
is enhanced by the large extent of foreign private 
investment in some countries. In an era of in- 
creased economic interdependence at the global level, 
multinational corporations should be effectively 
controlled and utilized to serve the over-all develop- 
ment needs of host countries rather than simply 
railed against. Perhaps the most serious recent 
consequence of ESCAP countries’ dependence has 
been the importation of inflation, particularly but 
by no means solely through higher oil prices. All 
countries have been adversely affected to some extent 
by the uncertainties arising from the breakdown in 
the international monetary system, and balances of 
payments are generally threatened by increasing 


protectionism in the developed countries and by 
relatively declining flows of development assistance. 
Of particular interest during the first half of the 
decade has been the considerable boom in raw 
materials, a boom based partly on short-term factors 
which may not continue through the decade; indeed, 
some prices are already falling as the developed 
market economies experience a down-turn in econo- 
mic activity. 


Recent trade policy developments in the region 
have featured increasing recognition of the limita- 
tions of import-substitution policies, especially when 
pursued by countries with small domestic markets. 
Such elements as efficiency, linkages with the primary 
sector and net-—addition to domestic value-added 
deserve as important consideration as the improve- 
ment in technology and skills and the net balance- 
of-payments effect. Wide disparity among ESCAP 
developing countries in the orientation of their trade 
policies corresponds fairly closely to the relative 
contribution of manufactured exports to total 
production and foreign exchange earnings. But, 
whatever their trade circumstances, countries should 
exercise greater selectivity in the choice of industries 
to be protected, and this has to be looked at in 
the light of their over-all development priorities and 
strategies. In the world economy plagued by in- 
flation and a variety of uncertainties, countries 
should also prepare themselves for a degree of 
self-sufficiency for many essential goods and ser- 
vices. The ideal policy for many developing coun- 
tries therefore would be to pursue both import 
substitution and export promotion, rather than one 
at the expense of the other. 


Success for export promotion by developing 
countries partly depends on industrial adjustments 
in developed countries to permit the lowering of 
trade barriers. It is now time to arrive at an 
agreed share of domestic markets in developed 
countries for specific products, giving greater access 
to developing countries’ exports. National machin- 
ery and international co-operation should also be 
strengthened to improve developing countries’ bar- 
gaining position in the transfer of advanced modern 
technology. Thus, present efforts must be increased 
in the areas of tariff barriers and preferences, 
multilateral trade negotiations, non-tariff barriers, 
standstill and safeguards measures, and adjustment 
assistance measures. 


Meanwhile, there have been welcome trends 
towards more positive and simple measures related 
to foreign exchange control, export control and 
promotion, and import control and restriction in 
several ESCAP developing countries. On the whole, 
however, the economies of the region continue to 
exhibit a wide range of controls, preferences and 
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restrictions. Typical measures adopted by those 
countries which have now adopted an export-oriented 
approach to industrial development include sub- 
sidies, preferential import of inputs, concessional 
finance, tax concessions, subsidized service-inputs, 
trade agreements and institutional support. Several 
countries have now developed free trade zones as 
a measure of export promotion. 


As well as unilateral policies, international 
arrangements to promote trade are becoming in- 
creasingly comprehensive and include collective 
negotiations through international organizations, 
bilateral trade agreements, and commodity com- 
munities. Success in the latter may require more 
financial support, more flexibility and, in some cases, 
co-operation with other producing regions. Recent 
positive developments in the field of collective 
negotiations, meanwhile, have included the extension 
of GSP schemes, the establishment of a Trade 
Negotiation Group in the ESCAP region, and the 
bringing into operation of the Asian Clearing Union. 
The use of bilateral trade arrangements has also 
increased in the region, including some between 
developing and oil-exporting countries. There is 
scope too for trade expansion among developing 
countries, particularly through the promotion of 
subregional industrial projects, and for the develop- 
ment of new markets in the petroleum-producing 
countries. 


(6) Special problems of land-locked countries 
and developing islands 


As mentioned, two small groups within the 
region that have special problems are the land- 
locked countries of the Asian mainland and the 
developing islands of the Pacific. Their performance 
and that of their aid donors since the beginning of 
the Second Development Decade suggest that further 
efforts are necessary to overcome the special dis- 
abilities arising from their geographical situations. 

\ 

They are economically small, largely subsistence 
and pre-industrial economies. In addition, the land- 
locked countries face problems arising from their 
land-lockedness — high transport costs, inadequate 
transport and communications facilities with the rest 
of the world and a high degree of economic depen- 
dence on their transit neighbours in trade, finance and 
foreign aid. With respect to the developing islands 
of the Pacific, they all suffer from difficulties caused 
by isolation and fragmentation, economic depen- 
dence and the constraints on development imposed 
by the smallness of their domestic markets. 


The expansion of exports is essential for the 
rapid economic growth of all these countries. In 
the long run, this will involve a radical change in 


the economic structure of most of them and, in 
the Pacific at least, this may best be undertaken 
within the framework of regional or subregional 
co-operation. In the short run, the land-locked 
countries must take several specific actions in co- 
operation with the transit countries to reduce the 
incidence of transit costs on existing exports. A 
radical increase in the flow of foreign assistance is 
needed to make this action possible. For the Pacific 
islands, emphasis must be placed on policies for 
the longer term, with the expectation that, in the 
meantime, they will continue to be supported by 
their present sources of bilateral aid. 


(c) Policies and strategies 


The deterioration in the world economy in the 
last 18 months has changed the short-term outlook 
of a large part of Asia from expectation of meeting 
the growth targets of the Second Development 
Decade to economic stagnation and starvation for 
millions of people. It is very difficult to remedy 
food shortages in the short run except through the 
redistribution of existing stocks, but many factors 
hinder this process both nationally and interna- 
tionally. 


Nearly all countries of the region now face the 
consequences of serious inflation, partly imported, 
but now internalized and persistent and pervasive. 
In implementing measures to ameliorate the worst 
effects of the price rises and/or to counter more 
basic aspects of the inflation itself, developing 
countries, even more than developed countries, have 
faced the problem of reconciling the conflicts that 
arise between policies for stabilization and welfare. 
In addition, the mounting import bills resulting from 
the sudden and large increases in oil prices and the 
high costs of imported foodstuffs and industrial 
commodities have slowed down developmental 
efforts and reduced the policy options available to 
them. 


In the present regional situation there is an 
urgent need for a careful co-ordination of measures 
to deal with the. major problems. However, the 
success of this effort will depend partly on the effect 
of world economic events on the rate of economic 
growth in the region. The deflationary trends now 
increasingly evident in developed market economies 
will undoubtedly further dampen the growth pros- 
pects of ESCAP developing countries. Meanwhile, 
mechanisms are needed to channel funds from the 
oil-exporting countries to developing countries of 
the region, to help support both the current account 
deficits of individual oil-importing countries and the 
development efforts of developing countries. 
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Several types of international action have been 
initiated to assist developing ESCAP countries in 
the present crisis, including the United Nations 
Emergency Operation, the IMF Oil and Extended 
Fund Facilities, the International Fertilizer Supply 
Scheme and those measures recommended by the 
World Food Conference. However, the problems 
are intractable and not amenable to short-term re- 
medies. At best, present efforts will buy time for 
individual countries and the international com- 
munity to devise methods to ensure stability in the 
world economy and a better distribution of the 
fruits of growth. 


The longer-term problems of the region call 
for fundamental changes in development strategies 
and, in particular, for “planning for the masses’’. 
Existing approaches to development planning have 
shown themselves no match for the acute problems 
facing the region. In some countries, a staggering 
proportion of the population, involving hundreds 
of millions of people, is at the margin of subsistence. 
It is difficult to avoid the prognosis that the situation 
could easily deteriorate as populations grow un- 
checked and crises continue in food supply and 
other areas. This will cause further appalling de- 
privation and, for millions of people, death. The 
situation is sufficiently desperate to make apparent 
the need for urgent and radical solutions involving 
a radical reorientation of development strategies 
and policies. These new strategies and policies 
would retain some of the present goals of economic 
growth, but must involve their complete refashioning 
in all spheres to direct their thrust to the lower 
end of the income scale and, necessarily, to place 
far more emphasis on local and decentralized efforts 
and people’s participation. 


The urgent need for this sort of approach has 
been receiving increased attention in the region. 
In particular, there is an emerging consensus of 
the need for social, political, cultural and economic 
factors to be considered together, for impediments 
to popular participation to be removed, for institu- 
tions to be reorganized, and for realistic assumptions 
about motivations and probable roles, as well as 
for less exaggeration of the trade-offs between 
economic growth on the one hand and social justice, 
income distribution and employment on the other. 
However, although this emerging consensus of need 
is reflected in current development plans in some 
developing countries of the ESCAP region, it has 
not yet been translated into effective action in most 
cases. 


One reason for this is the absence of a fully 
acceptable analytical framework to deal with the 
interrelationship involved, or even of more than 
fragmentary statistics on the characteristics of the 
poor. Elements of the new approach which are 
generally applicable, in spite of different constraints 
among the region’s many countries, include: the 
specification of the basic goal of planning as being 
the raising of the living standard of the “bottom 
40 per cent” far more than that of the “top 20 
per cent’’; the corresponding reallocation of invest- 
ment; the reordering of consumption and production 
priorities; the restructuring of trade to suit the new 
needs; a new emphasis on domestic technology; the 
retention of industry as the.dynamic sector, but 
with changes in the output-mix, over-all factor pro- 
portions and the balance between small-scale and 
large-scale industry; and the rapid transformation 
of agriculture and heavy investment in rural com- 
munities to raise productivity and expand employ- 
ment through revised technologies, complementary 
mechanization, integrated public works programmes, 
land redistribution, product diversification, promo- 
tion of agro-related industry, etc. 


No less important than the revised approaches 
in these various areas is the need for effective policy 
instruments. Many underlying conditions must be 
altered to make the new approaches operational, 
and the sensitive and firm use of the full gamut 
of direct and indirect measures available to Govern- 
ments will be necessary. Few new policy instru- 
ments will be required, but the effectiveness of those 
used must be markedly greater than has been the 
case in the past. Moreover, the appropriate mea- 
sures to achieve each objective may differ from 
country to country. The instruments of intervention 
will be necessary to bring about the necessary 
changes in production patterns and facilitate mass 
consumption, to mobilize and transfer resources 
without inflationary pressure, to affect spending 
patterns, and to provide public goods, including 
drastically reoriented education policies aimed at the 
development and mobilization of human resources. 


Moreover, since the incapacity of archaic and 
bureaucratic institutional systems has impeded de- 
velopment plan implementation in the past, reorgan- 
ization is necessary to decentralize decision-making; 
to exploit linkages and ensure co-ordination as well 
as continuous monitoring and evaluation; and to 
mobilize mass participation in the development 
process. Although countries differ in their needs 
and the appropriate strategies, in all cases substantial 
changes in the institutional framework will be 
necessary to make such mobilization effective. 


Summary and Conclusions 
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Substantial support from the international com- 
munity will continue to be necessary, but the major 
responsibility for finding feasible solutions rests with 
the developing countries themselves. 


This process can be begun immediately in the 
context of the goals and objectives underlying and 
contained within the International Development 


Strategy for the Second Development Decade. The 
aggregative quantitative targets may need revision 
in the light of widespread poverty, food shortages 
and recent international developments: in particular, 
targets for increasing output to reduce poverty 
should be included. Meanwhile, other goals and 
objectives should be reaffirmed and more vigorously 
pursued by the developing countries. 
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Chapter I 


THE INTERNATIONAL SITUATION AND ITS IMPLICATIONS 
FOR THE REGION 


In surveying the economic and social develop- 
ments of the developing ESCAP region over the 
past half-decade, this Review emphasizes several 
problem areas requiring “high priority’ in con- 
sideration and in action. In these areas, difficulties 
of an extraordinary nature are being experienced 
by many of the developing countries in the region. 
They have compounded the failure of economic 
growth to provide adequate social justice in spite 
of all development efforts. Indeed, mass poverty 
and underemployment prevail—in some parts of 
the region to a distressing degree. The recent trends 
in local and indeed global food supply, in terms of 
trade and real resource flows, have considerably 
worsened this situation. As well as contributing 
to the immediate problems of famine, these develop- 
ments have caused critical foreign exchange short- 
ages, slowed and in some cases totally disrupted 
development planning, and posed serious threats 
to welfare and stability. Different countries have 
been variously affected by such trends, particular 
distinctions being notable between the oil-producing 
countries, the other raw materials-exporting coun- 
tries, and those with neither oil nor other lucrative 
exports to reverse their serious balance of payments 
deficits. However, few have escaped the dislocative 
effects of such developments which have often been 
beyond their control. 


Indeed, a feature common to most of the 
problems is their external source, in that the ESCAP 
developing countries have remained particularly 
vulnerable to the impact of world-wide food 
shortages; the continuing and rampant global price- 
inflation; the interrupted supply and more permanent 
price increase in oil, their principal energy source; 
disturbed international monetary arrangements, in- 
terest rates and exchange rate policies; stagnant or 
falling flows of development assistance in real terms; 
and continuing barriers to industrial exports from 
developing countries. Even where difficulties may 
have originated internally, these international cir- 
cumstances have often inhibited their alleviation. 
Furthermore, there are a large number of ways in 
which domestic policies pursued by developed coun- 
tries have a severe adverse impact on their developing 
trade partners or competitors and on aid-recipients. 


It is appropriate therefore, at the outset, to 
focus attention on a few of the world-wide issues 
which have caused most problems for ESCAP de- 


veloping countries. In this chapter, the impact of 
inflation, food shortages, the oil situation and the 
monetary system on the countries of the region are 
selected for brief review. 


(a) Inflation and recession 


World-wide inflation stemming from diverse 
factors, accompanied by short-run price rises caused 
by real shortages of some basic commodities, gave 
a temporary fillip to primary exports of countries 
in the ESCAP region during the first half of the 
decade. Not all countries shared in this however, 
and even those with exports of raw materials facing 
a buoyant comand on world commodity markets 
have had to pay higher prices for their own essential 
imports. Of course, the serious effects of this 
problem on balances of payments have been felt 
most severely by those developing countries without 
such exportable commodities. But few have escap- 
ed the adverse effects of the general situation and, 
even among those countries with healthy exports, 
some have experienced considerable internal difficul- 
ties through the generation of rapid inflation, from 
the effects of which neither their economic nor 
social mechanisms are equipped to protect large 
sections of the people. 


The situation has recently entered a new phase, 
and an economic recession simultaneous with infla- 
tion is being experienced by the developed countries 
on whose performance the economic health of 
ESCAP developing countries is so dependent. De- 
clining world demand has already brought price falls 
and has further ominous implications for some of 
the primary commodities whose export had pre- 
viously improved the foreign exchange position and 
growth performance in a number of ESCAP coun- 
tries. Meanwhile, the continuing inflation in deve- 
loped countries has prevented corresponding falls 
in the prices of developing countries’ imports from 
those countries. As a result, the balances of 
payments deterioration has once again become a 
critical problem in an increasing number of ESCAP 
developing countries. 


Accompanying and contributing in part to these 
general trends have been the strains imposed by 
supply and price conditions for two particular 
groups of commodities, food and oil. 
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(b) World food shortage 


The modest increase in food production ob- 
served at the beginning of the decade, seeming 
then to herald a significant breakthrough in deve- 
loping countries, has since been threatened by crop 
failures resulting from climatic conditions and by a 
shortage of imported agricultural inputs. This 
input shortage has become more serious as balances 
of payments have deteriorated while prices of 
fertilizers, machinery and other inputs have in- 
creased. Thus, even if the weather improves over 
current and future growing seasons, a further 
substantial output expansion would be necessary to 
match supply with minimal needs. 


The poor performance in food production in 
the most populous countries of the developing 
ESCAP region has coincided with a world-wide 
shortage which has resulted in precarious global 
reserves and a consequent decline in food aid; this, 
at a time when its expansion was essential to 
maintain previous consumption levels. Moreover, 
the shortage has raised prices so much that the 
worst-affected countries can import only a little 
even when a substantial proportion of national 
expenditure on imports is allocated to food. A few 
food-surplus developing countries have benefited 
from these high prices for rice, sugar, etc., but their 
limited supplies.and, sometimes, export-inhibiting 
policies of their Governments have reduced the 
advantage which might have been taken of this 
situation. 


The recent World Food Conference in Rome 
has focused attention on both the critical short-term 
problems of food shortage in some parts of the 
world and the difficult longer-term task of keeping 
food production ahead of population growth. Un- 
fortunately, the Conference failed to achieve full 
implementation of immediate emergency food relief 
desperately needed by countries threatened with 
large-scale famine in the next few months; those 
emergency measures taken so far are clearly inade- 
quate to meet the needs, especially those of some 
of the large countries of the region, such as India 
and Bangladesh, whose balance of payments position 
limits their capacity to ward off serious food shortage 
by commercial imports. The situation of many 
people in these countries is already appalling, and 
will worsen unless greater urgency is accorded to 
the expansion and mobilization for emergency relief 
of surpluses of grain in major food-producing 
countries. 


While funds for this will have to be provided 
by concerted and balanced contributions from both 
developed industrial and oil-producing countries, the 
effort should be assisted by restraint in commercial 


food purchases by the more favourably placed 
developed market and centrally-planned economies. 
Such restraint has not yet commended itself to 
them, however, and difficulties persist in reaching 
a formula to share the costs of emergency food-aid 
between the oil-exporting and the developed coun- 
tries. 


Meanwhile, Governments in the threatened 
countries are having to take action to protect the 
most vulnerable sections of their people. Such 
measures, which include direct procurement from 
farmers and rationing at subsidized prices, need to 
be commensurate with the magnitude of the emer- 
gency. This, in turn, is-raising problems of gene- 
rating the requisite financial resources for such 
subsidies in a non-inflationary way. 


In the longer run, the rise in world food prices 
and the low world food stocks will need to be 
combated by greater efforts in food production and 
rural development in every country, including the 
extension of the “green revolution” from wheat and 
rice to other staple foods of the region and the 
improvement of procurement and distribution sys- 
tems. Moreover, efforts are needed to counteract, 
where possible, the effecis of recent trends in 
diverting food from human to animal consumption; 
and to ensure that price policies for stabilization 
and for favouring urban consumers do not unduly 
impair incentives of farm production. 


On the regional and international levels, the 
recent developments have made policy-makers aware 
of the need for the monitoring of world food 
supplies as well as for greater co-operation in food 
trade and the supply of inputs such as fertilizer. 


(c) Oil price increase 


The increase in oil price since the autumn of 
1973 has been described in some quarters as the 
most dramatic single development in the world 
economy since the Second World War. However, 
it should be seen in historical perspective in relation 
to changes in other prices during the past two 
decades and to the new dimension which it added 
to the business cycle. While more analysis is 
necessary to determine the degree of causal relation- 
ships more precisely, it is nevertheless clear that 
the oil price and supply situation has made a 
significant contribution to both the already pre- 
vailing inflation, the subsequent balance of payments 
deterioration and the downturn in the economic | 
activity in most developed market economies. In 
the longer term, the “energy crisis’ should have 
some beneficial effects, particularly in encouraging 
the conservation of a scarce non-renewable resource 
and the development of alternative sources of 
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energy, and in bringing about a redistribution of 
income from developed to oil-exporting developing 
countries of the world. But, meanwhile, most of 
the poor countries have sustained severe balance of 
payments difficulties as a result of the sudden and 
large oil price increase and, for some of these, 
the situation will remain critical until enough of the 
oil money is recycled to them. 


Emergency assistance to the most seriously 
affected countries is required urgently, as are institu- 
tional arrangements for co-operation between deve- 
loped and oil-exporting countries on the one hand 
and oil-importing developing countries on the other. 
A climate of thought is currently emerging in favour 
of a triangular arrangement between developed, oil- 
exporting and oil-importing developing countries; 
and some bilateral arrangements have been already 
established by some oil-exporting countries to supply 
ESCAP developing countries with oil on concession- 
ary terms and to provide development funds. 
Moreover, a high-powered Development Committee 
has recently been set up by the International 
Monetary Fund and the World Bank Group to 
oversee the transfer of real resources to developing 
countries, including through the recycling of oil- 
export proceeds on concessionary terms. 


It is being recognized that such arrangements 
should complement, rather than replace, increased 
development assistance from developed market and 
centrally-planned economies; and also that recycling 
should be expanded, since much of the ‘‘oil money” 
is still flowing directly into the capital markets of 
the developed economies. More intensive analysis 
is needed on the differential and far-reaching direct 
and indirect repercussions of the oil price increase 
on various ESCAP developing countries; and 
technical and financial assistance from developed 
countries is necessary to help them to exploit 
domestic oil resources and alternative sources of 
energy. neil 


(d) International monetary arrangements 


The international monetary order represented 
by the Bretton Woods system had already proved 


itself inadequate to deal with changed economic and 
institutional circumstances before it was faced with 
the violent forces of inflation and recession of the 
past few years. Evolved in a period of global 
economic reconstruction and growth under dollar 
shortage, it proved unsuitable after two decades of 
the continued but uneven economic growth achieved 
among the United States, Japanese and’ western 
European economies had led to a high degree of 
economic interdependence, particularly involving 
financial flows. The inflexible exchange rates im- 
plied in the system proved unsuitable to an era 
when major developed market economies, dominat- 
ing a large share of the world economy, had 
different rates of growth and productivity improve- 
ment as well as varying price changes, which would 
lead inevitably to huge imbalances in international 
liquidity among these countries. The increasing 
importance of multinational corporations which 
command and move vast financial resources across 
different countries to minimize foreign exchange risk 
has also made such a system obsolete. 


The system is now in the process of modifica- 
tion, and a new international framework and code 
of behaviour for national exchange rate policies is 
evolving. In fact, the new system may not be too 
different from the old, although necessarily more 
appropriate adjustment machinery and more effec- 
tive policing mechanisms are being developed. 
Until agreements are reached formally and the new 
system is evolved fully, the situation remains un- 
stable, with balances of payments fluctuating as 
countries take various anti-inflation and anti-reces- 
sion measures, sometimes simultaneously, and with 
continuing speculation against exchange rate chan- 
ges. During the past three years, ad hoc arrange- 
ments have been necessary to deal with frequent 
crises. ESCAP developing countries, many of 
which have limited foreign exchange reserves, have 
found these difficulties exacerbated by floating 
exchange rates and high borrowing rates for Euro- 
dollars and other longer-term fund-sources. More 
recently, the accumulation and movement of very 
large sums by the oil-exporting countries have posed 
a new problem. 
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Chapter I 


THE ECONOMIC AND SOCIAL SITUATION AND 
MAJOR POLICY DEVELOPMENTS 


(a) An overview of economic growth 


The International Development Strategy stated 
that the average annual growth in the gross product 
of the developing countries as a whole during the 
Second Development Decade should be at least 6 
per cent, which would imply — under the assumption 
of an average annual increase of 2.5 per cent in 
the population of developing countries — about 3.5 
per cent average annual growth rate of gross product 
per head. 


This target represented a minimum requirement 
for making only a modest beginning towards nar- 
rowing the gap in the living standards of people 
between developed and developing countries. For 
those developing countries where income per head 
was very low, higher rates of growth would have 
to be achieved so that the per capita income would 
be doubled within a period shorter than two decades. 
Indeed, these targets were in the nature of broad 
indications only and each developing country was 
responsible to set its own growth target in the light 
of its own circumstances. 


A review of the growth targets in the latest 
plans of most ESCAP developing countries (table 
II-1) covering approximately the first half of the 
Second Development Decade, reveals that these were 
either more than, or at least quite close to, the 
Second Development Decade growth target. The 
growth targets are bound to differ, not only because 
’ of the varying growth potential of the individual 
countries but also because of the different develop- 
ment strategies pursued by the countries concerned 
and the sets of priorities related to particular stages 
of development. However, countries which planned 
for lower growth rates than the Strategy target were 
also the low-income countries, viz. Bangladesh, India, 
Indonesia and Pakistan, comprising the bulk of the 
ESCAP developing region’s population. This was 
obviously in contrast with the objective set out in 
the Strategy for achieving higher rates of growth 
by such countries, thus calling into question the 
relevance of fixing blanket targets for all the deve- 
loping countries and prescribing higher growth rates 
than were feasible. This should not, however, 
discredit the spirit of the Strategy’s stress on higher 
growth rate, without which there is not much hope 
of improving the standard of living of the people 
in these countries and reducing the gap between 
developing and developed countries. 


The evaluation of the actual growth performance 
in 1971-1974 is made difficult by the unavailability 
of data for the recent years; for example, the 
figures for 1972 and 1973 for several countries are 
estimates which are likely to be revised. Despite 
the data problems, it seems that the disparities 
among the growth rates—of ESCAP developing 
countries have become much more pronounced than 
in the preceding decade. 


Indonesia, Iran, the Republic of Korea, Malay- 
sia, Singapore and Fiji achieved higher growth rates 
than in the 1960s, and either met or surpassed the 
annual 6 per cent target set in the Strategy. In 
Hong Kong, the Philippines and Thailand, growth 
slowed down in 1971/72 but picked up again in 
1973 and the average growth rate in the 1970-1973 
period is likely to have come quite close to the 
target. 


The factors behind the satisfactory performance 
of these countries vary. In some countries, the in- 
creased exploitation of natural resources, particular- 
ly oil, was the main contributory factor, while, in 
others, vigorous expansion of an export-oriented 
manufacturing sector and/or the world commodity 
boom of 1973 were the prime stimuli. 


At this stage, the outlook for this group of 
countries sustaining high rates of growth is far 
from clear. Iran and Indonesia, the major oil- 
exporters in the ESCAP region, will have ample 
resources for accelerated growth in view of the 
1973/74 increase in oil prices. Preliminary indica- 
tions suggest that the GNP in Iran will increase 
substantially in 1974/75; all targets of the current 
development plan are being revised upwards with 
the expectation that the country’s per capita income 
may reach some $4,000 in 1978. On the other 
hand, Hong Kong, the Republic of Korea and 
Singapore have already started to experience diffi- 
culties in maintaining the past trends in the 
expansion of manufacturing, the leading sector of 
their economies. These difficulties have been caused 
by increasing costs and/or shortages of energy and 
raw material inputs as well as by limitations in — 
certain export markets. The growth rate may be 
halved in the Republic of Korea! in 1974, and a 


According to projections of the Central Bank of the Republic 
of Korea. 
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Table II-1. 


GROWTH RATES OF GDP (GNP) AT CONSTANT PRICES FOR 


SELECTED ESCAP DEVELOPING COUNTRIES AND TERRITORIES 


Planned 


Per capita annual 
GDP, 1970 compound 
($US) growth rates® 
(per cent) 
"Sy oust | Se sens 423 6.7 
Hong Kong*y <>. « 745 ses 
UU ee 94 5:7. 
Indonesia Sis oh Poa 101 4.7 
lieth, oo) Se ee 366 9.4 
Malaysinueae dasa. is) os DDS” 6.8 
Nepal oS eee 85 3.7 
Pakistan™ s of Rare 128 5.5 
Philippines 5°. wt 259 6.9 
Rep. of Korea... 260 8.6 
Singapore; arse a) % 950 Sate 
Srrelcat caw cl ks 161 6.1 
Thailand Og ase 169 7.0 


1960-1970 


ae ne Ca eur GDP changes from previous year 
(per cent) (per cent) 
1965-1970 1971 1972 1973. 
4.8 6.9 aS) 6.2 
Pace 8.1° 1.8 8.0 8.6 
3.8 4:4 4.1 15 —1.4 
3.3 4.7 7.0 7.0 8.1 
7.9 O72 12.2 13.8 14.2° 
6.3® 6.98 8.9 Zl 9.7 
arte 2.6 —0.1 2.0 2.0 
5.4 5.5 0.1 0.9 73 
Syvi 6.3 2.4 75 9.2 
9.2 12.0 9.8 Tes 16.9 
Hes} ier —$—$—$<<— —/2,5) —___ 
4.5 Sak 0.9 2.5 See 
7.9 8.5 5.8 2.3 8.4 


Sources: Yearbook of National Accounts Statistics 1972, vol. Ill, ADB, Key Indicators, October 1974, 
United Nations, Monthly Bulletin of Statistics, December 1974, Economic Survey of Asia and 
the Far East 1973, table II-1-3, and other international and national official sources. 


* Relates to the plan periods: Fiji, 1971-1975; India, 1969/70-1973/74; Indonesia, 1969/70- 
1973/74; Iran, 1968/69-1972/73; Malaysia, 1971-1975; Nepal, 1970/71-1974/75; Pakistan, 1970/ 
71-1974/75; Philippines, 1971/72-1974/75; Rep. of Korea, 1972-1976; Sri Lanka, 1972-1976 and 


Thailand, 1972-1976. 


» Preliminary data may be subject to revision. 


© 1966-1970. 

* Year ending 31 March. 

© Year ending 20 March. 
Preliminary estimate GNP. 
= West Malaysia. 

Year ending 30 June. 


1 Growth rate target set for the former west wing of Pakistan. 


31969-1972 average annual rate of growth. 


slow-down in economic activity is also expected in 
Hong Kong and Singapore. In the short term, 
Malaysia is becoming exposed to fluctuations in the 
markets for her main exports, particularly rubber, 
for which the current boom seems to have passed 
its peak, and the country’s economic performance 
in real terms depends to a considerable extent on 
the price developments in the world commodity 
markets. The projections indicate that the real 
growth is not likely to be different from that 
achieved in 1973. The same applies to an even 
greater degree to the Philippines, Fiji and Thailand 
which, although also benefiting from the 1973 com- 
modity boom, do not share Malaysia’s advantages. 


The achievements of the above-mentioned 
countries, whose total population is about 250 
million, may be contrasted with the sluggish growth 
or even stagnation in the developing countries of 
the Indian subcontinent which have a total popula- 
tion of over 800 million. The growth rates in these 
countries were far below the growth targets stipulated 
in the International Development Strategy and 
indeed lower than their planned targets which, as 


noted earlier, were themselves lower than the Second 
Development Decade target. The distressing fact is 
that all these countries may be classified as low- 
income countries with per capita income around 
$US100. Table II-2 indicates that, in India and 
Pakistan the per capita incomes in 1973 are most 
likely to be lower than in 1970. In Bangladesh, 
per capita GDP in 1972/73 may be four-fifths of 
that in 1969/70. Afghanistan, Nepal and Burma, 
according to the information available, achieved little 
progress, if any. 


The causes of the unsatisfactory performance, 
such as institutional and structural deficiencies, 
declining flows of foreign assistance, and adverse 
effects of the world trade structure, are examined 
later. However, it should be noted here that the 
whole subcontinent experienced massive droughts 
and floods over most of the 1971-1974 period. 
These climatic disasters have adversely affected the 
countries’ agricultural production and, subsequently, 
industrial output. In addition, war and _ hostility 
led to considerable damage to and diversion of 
economic resources to non-productive uses. Un- 
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Table II-2. GROWTH RATES OF per capita GDP AT 
CONSTANT PRICES IN SELECTED ESCAP DEVELOPING 
COUNTRIES AND TERRITORIES® 


Per capita 

GDP, 1970 
($) 
Bae ae) SS ee i ene a 423 
Hong. Kong; eae. 6 ues ne 745 
India sty) Sa ibe skele eens 94 
Indonesia 4, vee: ae ge 101 
rans) lis cide bea akan 366 
Malaysia. c). \-aitee ie gh sehen ian Boe 
Nepalinca cy sum kam iek kc im eines Uc 85 
Pakistani: care ces St he eam 128 
Bhihppihes” ey Avid iy-uepieat a eee 259 
Republic of Korea sy i ws 260 
Sri Lanka ee Me ere aes 161 
‘Thavandy' s/o adi vos anuae> a ane 169 


Population : 
dearmedy . icttie ORE rapes, 

percentage § 

(1991 893) 1971 1972 1973 
2.6 4.3 4.9 3.6 
1.7 0.1 6.3 6.9 
2.2 19 0.7 = —3.6 
2.8 4.2 4.2 5,30 
3.0 9.2: 10.8 11.2 
2.8 6.1 4.3 6.9 
1.8 —1,9 0:2 2 
3.6 —3.5 —_—27 aa 
3.0 0.6 4.5 6.2 
17 8.1 5.6 15.2 
29 eee) 0.3 1.0 
She? 2.6 0.9 5.2 


Source: The same as for table II-1. 


* For some countries, the rates relate to the financial years covering different 


periods as indicated in table II-l. 
> Relates to increase in GNP. 
* West Malaysia. 


fortunately, these countries were not able to take 
full advantage of the world commodity boom in 
1973/74 for various endemic and other reasons. 
Most of them now face the problem of financing 
increased costs of oil, fertilizers, other raw materials 
and machinery imports which are essential for ex- 
panding the output in both the agricultural and the 
industrial sector. In addition, they are plagued by 
the existence of massive poverty, unemployment, 
malnutrition and intolerably low levels of living 
affecting a very large section of their population. 
From current indications, the outlook for the near 
future does not seem very encouraging. 


As for the developing islands of the South 
Pacific, the current decade opened with great promise 
and general optimism: tourist trade was buoyant, 
production of export commodities was increasing 
and their world prices were on the rise. However, 
national disasters, such as the devastating hurricane 
of 1972, rising international air fares, labour unrest 
and, of course, the oil problems of 1973, have had 
serious adverse effects with the result that, in 1974, 
these countries are in much the same position as 
the rest of the ESCAP region. 


The countries of Indo-China do not conform 
to the requirements of the Strategy. Hostilities 
continue in two of these countries and the expected 
reconstruction and development have not material- 
ized. They have been hard hit by the current 
inflation and shortages of food and raw materials, 


and the already acute situation seems to have been 
worsened. The development of these countries on 
a reasonably satisfactory growth path will depend 
heavily on internal adjustments and reforms together 
with massive external aid. 


(6) Sectoral performance 
d ) Agriculture 


The Second Development Decade set a 4 per 
cent average annual rate of expansion as the target 
for the agricultural sector.2 Such growth neces- 
sitates the active involvement of Governments in 
altering the structure of the rural areas by imple- 
menting both institutional and technological change. 


Table II-3 indicates that, for the first half of 
the Second Development Decade, the actual per- 
formance of the agricultural sector in all developing 
countries in the ESCAP region, with the notable 
exception of Malaysia, fell short of the 4 per cent 
target. The Philippines and Thailand achieved a 
3 per cent rate of growth, while the remaining 
ESCAP developing countries recorded 2 per cent or 
less. In three countries, viz. the Khmer Republic,* 
Laos and Sri Lanka, the rate was negative. Food 
production per capita declined in most ESCAP 
countries, with the exception of Malaysia and 
Thailand, as a result of poor production and con- 


? International Development Strategy (United Nations Publication, 
Sales No. E.71.1LA.2), p. 22. 
3 Now Cambodia. 


Chapter IJ. The Economic and Social Situation and Major Policy Developments 


Table IJ-3. RATES OF GROWTH OF AGRICULTURAL OUTPUT AND TOTAL AND 
per capita FOOD PRODUCTION IN ESCAP DEVELOPING COUNTRIES 


(in percentages) 


Change from previous year Annual rate Annual rate 
of growth of growth 
1970 1971 1972 1973 1961-1971 1970-1973 
Developing ESCAP countries 
Agricultural production . . . 3.36 0.81 — 2.20 2.70 1.62 
POGGUPLOdicHOn! 42644) sein MG 4.20 0.81 — 5.20 2.78 1.73 
Food production (per capita). . 0.98 —0.97 —2.94 3.21 1.64 —0.20 
Afghanistan 
Agricultural production . . . —6.09 —1.85 15.09 —4.10 1.00 2.70 
Food production . . . . —6.09 —1.85 15.09 —4.10 0.99 3.02 
Food production (per ye) ae a= 8.00 —4.35 12.50 —7.07 —1.25 — 
Bangladesh 
Agricultural production . . . —5.69 —11.21 —3.88 PAPA | 1.00 1.10 
Food production . . . 4 4.88 —8.55 —6.54 22.00 1.38 1.40 
Food production (per ba . . —8.91 —11.96 —8.64 17.57 —1.80 —1.80 
Burma 
Agricultural production . . . Srybl — —~2.73 5.61 2.01 0.90 
Food production . . 3 2.83 0.92 —3.64 5.66 1.91 0.99 
Food production (per bahia) aos 1.09 —1.08 —6.52 3.49 —0.30 —1.40 
China 
Agricultural production . . . 6.03 Hse ee —1,59 3.22 SI, 1,34 
Food=production® (gro. Sy 3.28 —1.59 3.22 3.20 1.61 
Food production (per capita). . 3.85 0.92 —2.75 0.94 1.28 —0.30 
India 
Agricultural production . . . 6.70 7.20 —0.80 —9.20 219 2.16 
Food productions ao... 5.80 8.90 —3.00 —7.80 2.09 1.86 
Food production (per capita) . . 3.50 6.40 —5.10 —9.60 —0.10 —_— 
Indonesia 
Agricultural production . . . 8.04 2.48 —1.61 7.38 3.30 2.68 
Hoodvproducthon i. 2 is. ws a's 8.93 3.28 —1.59 8.07 3.16 3.18 
Food production (per capita). . 6.32 Anal lB AOS: 5.21 0.46 aa 
Tran 
Agricultural production . . . 6.30 —8.15 18.71 4.26 ZA9 2.89 
Rood production .. . =. «|. 7.87 —8.76 12.00 4.28 2.57 2.14 
Food production (per capita). . 4.63 —11.50 8.00 0.93 —0.10 —1.20 
Khmer Republic* 
Agricultural production . . . 29.92 —21.58 —19.27,  —27.27 1.09 —22.83 
Rocdyproduction’: diuyath. Is «213/774 —21.23 —20.87  —28.57 1.73 —23.66 
Food production (per capita). . 34.44 —23.97 —22.83 —30.98 —1.00 —26.08 
Laos 
Agricultural production . . . E35. —4.67 —7.69 6.82 5.19 —2.00 
Food production . . eet 3 2.04 —5.33 —7.04 6.06 Syl —2.30 
Food production (per psi uae e 0279 —7.14 —10.26 3.81 2.50 —4.90 
Malaysia (West) 
Agricultural production . . . 3.40 6.58 2.47 11.44 5.62 6.77 
Food production . . Ame: 5.84 9.66 4.40 9.03 5.85 7.67 
Food production (per Na i. 4.31 5.78 2334 6.11 2.98 4.73 
Nepal 
Agricultural production . . . 2.78 3.60 —2.61 7.14 — 2.64 
Food production . . wee 2.78 3.60 —2.61 7.14 _ 2.64 


Food production (per ee duis 1.05 1.04 —5.15 4.35 — 0.00 
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Change from previous year Annual rate Annual rate 
of growth of growth 
1970 1971 1972 1973 1961-1971 1970-1973 
Pakistan 
Agricultural production . . . 4.35 2.08 2.04 2.67 4.91 2.26 
Food*production’ "es 'e)) aan 4.35 —U.69 3.50 6.08 4.70 2.92 
Food production (per capita) . . 0.86 —3.42 — 2.64 1.54 —0.20 
Philippines 
Agricultural production . . . 4.17 1.60 2.36 6.15 2.95 3,35 
Food production . . oA 4.96 0.79 2.34 6.87 3.03 3.30 
Food production (per Dos “nage 1.00 —2.97 —1.02 3.09 —0.20 —0.30 
Republic of Korea 
Agricultural production —2.24 0.76 1.52 4.48 oor ae 2.24 
Food production —2.27 — — 5.43 3.22 1.77 
Food production (per Bee : —4.42 —1.85 —1.89 1.92 0.46 —0.60 
Sri Lanka 
Agricultural production . . . 4.39 —3.36 —0.87 2.63 BEZ3 —0.50 
Food production . . Ba 3.54 —1.71 —0.87 1.75 25 —0.25 
Food production (per A ek 1.02 —4.04 —4.21 — —0.26 —2.80 
Thailand 
Agricultural production . . . 3.08 S75 —9.35 17.46 4.44 SEE 
Food production . . . . . ZS 4.51 —10.79 18.55 4.52 3.39 
Food production (per capita) . —1.85 1.89 —13.89 15.05 1,19 0.31 


Sources: 


FAO, Monthly Bulletin of Agriculture, Economics, and Statistics, vol. 22, October 1973, January, 


February, March and April 1974, and national sources. 


*® Now Cambodia. 


tinuing increases in population. Indeed, the average 
growth rate achieved so far in the Second Develop- 
ment Decade is lower than that achieved by most 
countries in the First Development Decade. 


Food production in the ESCAP developing 
countries as a whole rose by more than 4 per cent 
in the years 1970 and 1973. However, most eco- 
nomies suffered from severe drought conditions in 
1972 and achieved negative growth rates. The poor 
performance of agriculture is also reflected in the 
over-all growth rate of GDP of different group of 
countries. Such set-backs in the increases of 
national income associated with a decline in the 
agricultural production indicate these countries’ 
heavy dependence on their agricultural sectors, 
which, in turn, are highly sensitive to weather con- 
ditions. Although food production recovered in 
1973 to about the same level as in 1971, food 
stocks in many countries had been severely depleted, 
so that part of the 1973 crops had to be used for 
restocking. The supply situation, therefore, remain- 
ed tight during the whole of 1973. The situation 
was made worse in the ESCAP region by the large 
world-wide shortages of agricultural products. 


* The State of Food and Agriculture, 1973, p. 95. See also table 
II-3. 


These induced sharp price increases for agricultural 
commodities in general, starting in late 1972, which 
increased the value of farm products by 41 per 
cent for the developing countries. The increase in 
value, however, was partially offset by an increase 
of 16 per cent in import prices of manufactures 
from the developed countries.5 Domestically, such 
price increases contributed significantly to the general 
rise in the cost of living. 


Agricultural performance by principal crops is 
shown in table II-4. Decreased rates of growth 
were recorded for most crops during 1971-1973; 
and rates of growth for all crops except rubber 
and palm oil were lower in 1971-1973 than between 
1960 and 1970. The decline was most notable for 
inferior cereals, pulses, oilseed, sugar and copra. 
The poor performance of inferior cereals and pulses, 
which affected the rate of growth of all cereals 
during the period, was the result of general neglect 
in most countries as well as drought. Rubber and 
palm oil showed higher rates of growth through 
increased demand from the developed economies, 
and recently through sharp increases in the price 
of their substitutes. 


5 FAO, Commodity Review and Outlook, 1973-1974, p. 1. 
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Tabl 


e Il-4. GROWTH IN OUTPUT OF MAJOR 


AGRICULTURAL PRODUCTS IN MAJOR ESCAP 
DEVELOPING COUNTRIES AND TERRITORIES? 


Rate of growth Rate of growth 
9, c) 


1959-1961/1969-1971 1971-1973 
All cereals 3.00 2.16 
All inferior cereals” 13.05 1.60 
All pulses® —0.90 —4.10 
Root crops® 2.70 — 
Oilseed* 2.50 —5.10 
Jute and kenaf 1.60 10.20 
Cotton lint 3.10 —0.50 
Rubber 3.90 5.26 
Sugar* 9.20 2.30 
Meat® . 2.07" 2.14 
Milk 1.40 — 
Copra 1.00 —6.50 
Palm oil 11.00 17.14 
Source: FAO, Monthly Bulletin of Agriculture, Economics and 


Statistics. 


* The country/territory coverage is the same within each 
commodity (see foot-note a, table II-5). 


» Maize, millet and sorghum. 
© Dry beans, dry peas and chick-peas. 
* Potatoes, sweet potatoes, yam and cassava. 


° Sesame seed, cotton seed, soybeans, groundnuts, linseed, 
rapeseed and castor beans. 


* Non-centrifugal sugar and centrifugal sugar (beet and 
cane). 


® Beef and buffalo meat, mutton and goat meat and pork. 
® Growth rate 1961-1965/1970-1971. 


The yields of principal crops per hectare are 
shown in table II-5. There has been a definite 
increase in the growth of yield for wheat, and this 
continued in spite of the drought conditions in 
1972. Increases in the growth of yield are also 
noted for tea, jute, kenaf and sorghum, although 
their average yields (with the exception of tea), have 
not improved since 1961-1965. Declines in growth 
of yield are recorded for the remaining crops, 
especially millet and potatoes, resulting from slow 
recovery from the 1972 drought. Some commercial 
crops, such as rubber, palm oil, jute, kenaf and 
tea, did show trends toward expanded production, 
while output declined for most inferior cereals, 
pulses and other cereals except wheat. 


Future prospects in agriculture appear very 
discouraging because of the extremely volatile impact 
of unstable weather conditions which seem to have 
become frequent in this region. Indeed, the avail- 
able information about weather indicates that 
agricultural output in 1974 is likely to be adversely 
affected in the Indian subcontinent. Indeed, if the 
concern currently being expressed regarding long- 
term changes in weather conditions proves justified, 
the problem will be aggravated. Meanwhile, inter- 
national inflation and the energy situation are likely 
to worsen the already acute situation. The prices 
of fertilizers have quadrupled already and supply 
is projected to fall substantially short of demand, 
even at the high prices. As the yields of high- 
yielding varieties and certain commercial crops 


Table II-5. YIELDS OF PRINCIPAL CROPS IN MAJOR ESCAP DEVELOPING 
COUNTRIES AND TERRITORIES® 


Rate 


Yield (ton/ha) 


of growth 
(%) 


1959-1961/ 
1969-1971 


Rice... 15 
Wheat 2.8 
Maize . 1.6 
Millet . 3.1 
Sorghum . 0.2 
Potatoes PLY 
Sweet potatoes 1.8 
Cassava 0.9 
Groundnut 0.9 
Tobacco . 1.4 
Cotton seed a8 
Tea 1.4 
Jute —0.9 
Kenaf . 0.2 
Source: 


February, March and April 1974. 


1961-1965 


1.96 
0.88 
1.67 
0.54 
0.49 
8.12 


0.81 
0.98 
0.38 
0.90 
1.32 
1.32 


Rate 


of growth 
1971 1972 1973 ont to73 
2.24 Calis 2.30 1.4 
1.14 1.23 itera 3.1 
1.84 1.79 1.89 1.4 
0.66 0.62 0.68 ips) 
0.47 0.52 0.49 —2.1 
9.23 8.63 8.72 —2.7 
9.94 
9.08 wax ak 2% 
0.93 0.77 0.94 0.5 
1.03 1.08 1.06 1.0 
0.51 0.46 —_— Ae 
0.98 1.02 1.02 2.0 
1.16 1.19 1.21 2.2 
1.13 1.06 1.29 17.8 


FAO, Monthly Bulletin of Agriculture, Economics and Statistics, vol. 22, October 1973, January, 


* The country/territory coverage is the same within each commodity, namely: Afghanistan, 
Bangladesh, Burma, China, Hong Kong, India, Indonesia, Iran, Khmer Republic (now Cam- 
bodia), Laos, Malaysia (West, Sabah, Sarawak), Pakistan, Philippines, Republic of Korea, 
Republic of Viet-Nam (now Republic of South Viet-Nam), Singapore, Sri Lanka and Thailand. 
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depend critically on fertilizer inputs, the prospect 
for increasing agricultural outputs does not seem 
very bright. Moreover, drought conditions have had 
a lagged effect on certain elements of industrial 
production which will be reflected in a slow growth 
in GDP. 


Hence, the trends in agriculture do not augur 
well for the large proportion of the region’s popula- 
tion which depends on it directly or indirectly. 
The rapidly increasing cost of living has seriously 
aggravated the already miserable situation of a large 
proportion of people in the lower-income groups 
and future prospects are discouraging. 


Given the growth rates of agricultural produc- 
tion which prevailed during the first half of the 
Second Development Decade, the decade’s target for 
agricultural production cannot be met unless agri- 
cultural production increases at an average of about 
5 per cent in the remaining five years. Such a high 
growth rate would necessitate continued favourable 
weather conditions and a firm commitment of the 
countries in, the region to improve the technological 
and institutional base of the agricultural sector. 
Without such improvement and commitment, it is 
highly. unlikely that the growth target in agriculture 
will be met. 


(2) Industry 


The strategy for the Second Development De- 
cade set an average annual growth rate of 8 per cent 
as a target for the manufacturing industry in 
developing countries. To achieve this, developing 
countries were encouraged in the Strategy to devise 
measures to ensure adequate expansion of their 
industries, to prevent the emergence of unutilized 
capacity in industries, and to emphasize greater 
Jabour-intensity in industries. 


(i) Growth of manufacturing output 


Information on production in manufacturing 
until 1973 is only available for some countries. 
For others, data on production refer to earlier years. 
It is difficult, therefore, to measure the industrial 
development trend during 1971-1974. Moreover, 
not much is known about recently established 
industries, and the output of the small-scale and 
cottage industries, which form a sizable part of the 
sector, is not adequately reflected in official mea- 
sures of industrial output. Hence, where excess 
capacity exists, figures for available output under- 
estimate the scope for increasing manufacturing 
output through the adoption of appropriate policies 
to utilize it. In spite of these limitations, some 
features may be fairly clearly isolated from the 
over-all measures of industrial growth. Table Il-6 
shows the manufacturing industry growth rates. 


During the First Development Decade, the per- 
formances of the developing countries of the ESCAP 
region divided them clearly into three groups. One, 
which showed growth rates well above the target 
set for the Second Development Decade, consisted 
of Iran, Malaysia, Pakistan, the Republic of Korea, 
Singapore and Thailand. Indeed, Malaysia and 
Singapore were able to establish manufacturing 
industry capable of competing in the international 
market. This rate of industrial expansion was made 
possible by the substantial growth in the exports 
of manufacture. The second group, consisting of 
India, Indonesia, the Philippines and Sri Lanka, 
showed considerably lower growth rates, although, 
at the end of the decade; Indonesia and the Philip- 
pines moved up into the first group. There is also 
the third group of countries whose performance in 
the growth of manufacturing output has been gene- 
rally unsatisfactory: these include the war-ravaged 
economies of southeast Asia, the land-locked de- 
veloping countries (e.g., Afghanistan and Nepal), 
and the developing island countries of the South 
Pacific. 


Two short-term factors affected the industrial 
performance of ESCAP developing countries around 
1970. First, reduced rates of growth in industrially- 
developed countries had adverse effects on exports, 
and, second, a combination of droughts and floods 
indirectly affected industrial production by seriously 
hampering agricultural production. A recovery of 
demand and output in industrially-advanced coun- 
tries in late 1972 and 1973, together with perhaps 
a return towards normal conditions in agriculture, 
have resulted in a more satisfactory economic per- 
formance in developing countries since then. 


Despite lack of information regarding manu- 
facturing output for the first group of countries, it 
appears that most of them have continued their 
generally satisfactory performance. Those in the 
second group are continuing to experience difficul- 
ties. One significant and encouraging development 
was the 7.1 per cent over-all increase in manufactur- 
ing output in 1972. In India, which pushed up 
the average for the region as a whole to over the 
8 per cent target. In 1973, however, India’s indus- 
trial growth rate fell to mere 0.6 per cent. The 
redeeming feature for this group of countries was 
the continuing satisfactory progress of manufacturing 
output in Indonesia, which seems to have averaged 
around 10 per cent during 1970-1971. 


®§ “Apart from normal factors (e.g. inadequate availability of raw 
materials, transport bottlenecks, labour unrest, a low level of industrial 
investment, and management problems, etc.) which have restrained 
industrial activity in the country in recent years, this year’s production 
was also affected by a wide-spread shortage of power”: Government 
of India, Economic Survey, 1973-1974, p. 3. 
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Table II-6. MANUFACTURING INDUSTRY GROWTH RATES® IN 
SELECTED ESCAP DEVELOPING COUNTRIES 


(in percentages) 


Value added 


Production 


ie (average) 1960-1969 
AgeHANIStAD 2a s- = =. (& ae 6.7” 
GE oo) Bh ate. 2 Ane 5165 6.0 
ncenesiauus errs. a. 5.9 2.Be 
RR ASUUME Th sg 12.9 VEZ 
Malaysia (West) 2 ou. 10.4* ee 
Paxistaae to 8.9 jaye 
PIN PORIES a shee 4.6 5.9 
Republic of Korea . . 16.9 17.6 
Sineaporey) (ese oe 19.5 27 
Sri Lanka eee aR bein 6.3 6.3' 
Phaitand*$—-ereaersry 10.9 
Sources: United Nations and other international and 

* Constant prices. 

> 1963-1968. 

© 1960/61-1969/70. 
9 Estimated. 

© 1960-1968. 


Value added. 

® 1960/61-1969/70. 

» Excluding data for Bangladesh. 
} Production data include mining. 
J Provisional. 


The industrial performance outlook, at any rate 
for the near future, is complicated by two related 
factors. First, most industrially-advanced economies 
appear to have moved beyond the peak of their 
business cycles and the rate of increase in their 
industrial output is expected to decline. Slower 
rates of growth may be induced as these countries 
seek to reduce inflation, partly caused by increased 
prices of petroleum products, leading to some re- 
duction in aggregate demand. Second, growth rates 
in a number of developing countries of the region 
could be affected both directly and indirectly if 
uncertainty persists over the supply and prices of 
petroleum products. Imported inflation has ham- 
pered the industrial growth of the developing coun- 
tries of the region through its unfavourable impact 
on balances of payments and foreign exchange 
positions. Further, the energy crisis has aggravated 
the underutilization of industrial capacity through 
transport and power shortages. It is true, however, 
that a group of countries could use windfall foreign 
exchange earning for creating fresh opportunities 
for industrialization. 


(ii) Mining, construction and utilities 


Up-to-date statistics for subsectors of industry 
other than manufacturing are generally not available. 
Table II-7 shows growth rates achieved, mostly 


1969 1970 1971 1972 1973 
—11.1 11.4 16.3 roa sa 
75) Si 1.0 all 0.69 
15.08 10.1 eer 
12.1 11.8 17.4 16.8 asks 
15.6 1225 6.2 13.3 ee) 
13.8 2.8 —11.8 11.8" 7.0 
3.0 1155) 10.6 9.3 11.1 
20.6 11.6 16.6 16.4 B71 
52,9 7.8 lise) 15.8 29.03 
it a 3:33 1.6 
2.1 10.8 9.73 7.93 


national official statistics. 


during the First Development Decade and one or 
two years of the Second Development Decade, in 
industry as a whole and in its four subsectors: 
mining, manufacturing, construction and _ utilities 
(electricity, gas and water). Some conclusions on 
the performance of the subsectors may be derived 
from these. 


Great differences exist in the growth rates of 
the various subsectors, and it is hardly possible to 
detect any common pattern of development. Out 
of nine countries, utilities, the smallest subsector, 
was leading in five and showed very high growth 
rates in all countries except Malaysia, the Philippines 
and Sri Lanka. Mining showed impressive growth 


rates in all countries except India, Iran and 
Malaysia. The highest rate was achieved in the 
Philippines. In the mining subsector, growth rates 


are determined very much by the known endowments 
of the various countries and the rate at which the 
exploitation of known resources and the exploration 
of new finds are pursued. Growth rates in con- 
struction were equally impressive during the decade 
and, in three out of ten countries, were even higher 
than in manufacturing. As the construction sub- 
sector is labour-intensive and has a low import 
content, it provides an opportunity for employment 
creation and improvements in balance-of-payment 
positions through investments activity. 


Part One. 


The Economic and Social Situation in the ESCAP Region 


Table II-7. GROWTH RATES? OF INDUSTRIAL OUTPUT IN 
SELECTED ESCAP COUNTRIES 


(in percentages) 


Electricity, 


Country 


Fiji 

India . 

Iran 

Malaysia 
Pakistan? . 
Philippines 
Republic of Korea 
Singapore 

Sri Lanka 
Thailand . 


Sources: 


Period 


1968-1973 
1961-1972 
1961-1972 
1968-1973 
1969-1973 
1962-1973 
1961-1973 
1961-1973 
1963-1971 
1961-1973 


cal Bulletin; and national sources. 


ei Mining Manatee Construction eis haart 

15.4 11.2 10.6 24.9 17.3 

9.8 8.7 95 125 15:3 
13.6 5.8 ———_—_ 14.2 21.8 
10.4 8.6 16.3 ets 8.8 
15.6 19.0 1s 12.5 14.1 
13.9 22.9 15.0 13.1 10.6 
26.6 19.8 33.6 30.7 29.9 
12.4 11.6 22.1 2042. da 

8.6 1253 10.9 5:5 8.9 
10.1 13.7 12.6 je B 20.1 


United Nations, Statistical Yearbook for Asia and the Far East, 1972; United Nations, Statisti- 


* Growth rates are based on current prices, compounded. 


» Excluding Bangladesh. 


Table II-8 presents the growth of installed 


electric capacity and production in selected ESCAP 
countries. These data have to be interpreted with 
some caution as investment in electric generation 
is necessarily lumpy. Many countries in the region 
expanded their generating capacity during the 1960s. 
In the first few years of this decade, Fiji, Iran, the 
Philippines and the Republic of Korea increased 
their annual rate of expansion while growth slowed 
in the other four countries. Production has con- 


Table II-8. GROWTH RATES OF ELECTRIC ENERGY 
PRODUCTION AND INSTALLED CAPACITY 
Growth rate of Growth rate of 
capacity production 
(average annual (average annual 
percentage) percentage) 
1961-1969 1970-1972 1960-1970 1970-1973 
Afghanistan 25.65 Be 7.6 8.5° 
Bangladesh ae¢ fie P44" —7.1° 
Fiji etsrnaeoawe rs da 2190 30.6 11.1 8.2 
India . 13.28 4.4 11.6 1.8 
Indonesia . Tals. ‘3.4 6.1 95” 
Iran 22.03 22.6 19.35 13.73 
Malaysia . 11.82 3.7 11.1 9.0 
Philippines 10.86 19.9 £232 10.1 
Republic of Korea 20.49 24.2 18.5 17.4 
Sri Lanka . 15.98 — 10.5 10.4? 
Thailand . 18.38 55 22.6 15.8 
Sources: United Nations, Statistical Yearbook, 1969 and 1973; 


Asian Development Bank, Key Indicators, October 
1974. 


* 1965-1970. 
» 1970-1972. 
* 1964-1970. 


Note: 


tinued to increase in the first years of the Second 
Development Decade, although generally at a slower 
rate than the growth of the 1960s. In view of the 
current petroleum situation, this lower growth rate 
may be exacerbated. 


(iii) Employment in industry 


In many of the developing countries of the 
ESCAP region, the problem of unemployment pre- 
vails. As the labour force in these countries is 
growing rapidly, the problem of providing employ- 
ment to increasing numbers is urgent. Most ESCAP 
developing countries and territories expect the indus- 
trial sector to make some contribution towards the 
employment of the labour force, although of course 
the proportion of the total working population in 
industry is very small except in Hong Kong and 
Singapore. About 60 to 80 per cent of the industrial 
labour force in the developing countries of the 
region is engaged in manufacturing, while construc- 
tion employs between 15 and 30 per cent. Mining 
and utilities usually account for small fractions, 
although mining employs 14 per cent in Malaysia. 
Where mining is dominated by oil it does not create 
much employment. No more recent comprehensive 
data on growth of employment in the subsection 
have become available since the publication of the 
First Biennial Review.? 


The statistics for the 1960s indicated that 
employment growth was more rapid in construction 
than in manufacturing. Exceptions were Iran, where 


7 United Nations, First Biennial Review, Economic Survey of Asia 
and the Far East, 1972, p. 54. 
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the rates were about the same in the two subsectors, 
and Indonesia, which went through a period of 
economic disruption in the early 1960s. It is likely 
that labour productivity rose faster in manufacturing 
than in construction. More recent information on 
the growth rates of manufacturing employment in 
four countries is given in Table II-9. 


Table II-9. GROWTH RATES OF MANUFACTURING 
EMPLOYMENT IN SELECTED ESCAP COUNTRIES 


Country Period Growth rate 
Malaysia (West) . 1971-1973 95 
Philippines 1970-1973 2 
Republic of Korea 1970-1972 4.4 
Singapore 1970-1972 19.5 


Sources: United Nations and national official statistics; Asian 
Industrial Survey for Regional Co-operation. 


It is admitted that manufacturing industry has 
been able to absorb a very small proportion of the 
increasing labour supply in developing countries, 
despite a rapid increase in manufacturing produc- 
tion. This is due partly to a rapid fall in employ- 
ment per unit of output in manufacturing as a result 
of increases in capital intensity which has not always 
been entirely appropriate for the factor endowments 
of these countries. Between 1955 and 1966, the 
ratio of employment to output in the Asian region 
as a whole fell to about half, compared with two- 
thirds for the world average. Viewed from another 
perspective, however, the fall in the ratio indicates 
an increase in labour productivity. Moreover, the 
expansion of manufacturing, regardless of its own 
factor proportions, can generate significant employ- 
ment indirectly in trade, finance, transport and even 
other parts of the manufacturing sector, e.g. small- 
scale producers of simple inputs. Although manu- 
facturing employment is not expected to account 
for a significant proportion of the labour force in 
these countries for some time, there is scope for 
increasing it by expanding production generally and 
by encouraging labour-intensive products and tech- 
niques where possible. It is important to note that, 
in spite of increasing capital-intensity as industrial- 
ization proceeds in both consumer and capital goods 
production, employment can still be expanded. 
Malaysia (West), the Republic of Korea and 
Singapore offer good examples of industrial sophis- 
tication and employment increasing together. 


§ United Nations, Industrial Development: Asia and the Far East, 
1971, vol. I, pp. 149-155, particularly the table on p. 153. 


(3) Physical infrastructure 


The International Development Strategy states 
that individual developing countries must take 
appropriate measures to ensure progressive develop- 
ment in growth and efficiency of infrastructural 
systems and services for successful achievement of 
national goals. Also, subregional, regional and 
international co-operation play a crucial role in the 
development of infrastructural services.® 


A proper review of infrastructural development 
in the ESCAP region is inhibited by the absence 
of data pertinent to its effective utilization. This 
is especially true for physical infrastructure, such 
as roads, railways and power generation. The 
amount of physical infrastructure does not reflect 
its effective distribution within a country —a better 
indicator of its contribution to the economic welfare 
of the masses. Moreover, the construction of 
physical infrastructure alone does not necessarily 
mean an effective increase in infrastructural utiliza- 
tion. The latter aspect is dependent, of course, on 
progressive economic policy, the inadequacy of 
which may lead to underutilization of the infrastruc- 
ture that is available. Bearing these problems in 
mind, the following can be said about the develop- 
ment and performance of two key components of 
infrastructure (the transport and communication 
sectors) in selected developing countries of ESCAP. 


(i) Transport and communication 


Table I-10 indicates that transport and com- 
munications occupies an important place in the 
national development plans of countries in the 
ESCAP region, being allocated about one-fifth of 
the total planned expenditure in the five countries 
selected for review. The minimum share in either 
present or preceding plans is over 16 per cent. In 
three countries, India, Malaysia and the Republic 
of Korea, the share of expenditure has risen in the 
latest plan— considerably so in the case of the 
Republic of Korea. On the other hand, Pakistan 
and Thailand allocated smaller shares to the sector 
in the current period, although there are increases 
in absolute terms. 


National plans in many ESCAP countries do 
not present a breakdown of expenditure allocation 
in the subsections of the transport and communica- 
tion sector. They do indicate emphasis, however. 
Obviously, while the land-locked countries of the 
region stress the importance of air transport, the 
developing island countries tend to focus on the 
development of shipping facilities. 


® International Development Strategy, op. cit., p. 19, para. 77. 
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Table II-10. SHARE OF TRANSPORT AND COMMUNICATION (LAND, 
WATER AND AIR) IN TOTAL GOVERNMENT EXPENDITURE 
ALLOCATIONS IN NATIONAL DEVELOPMENT PLANS 
OF SELECTED ESCAP COUNTRIES 


Years 
covered 


by plan (million 
$US) 
India 1965/66— 7,623 
1970/71 

Malaysia 1966-1970 244 
Pakistan ; 1965-1970 2,166 
Republic of Korea 1967-1971 763 
Thailand . 1967-1971 822 
Sources: National plans. 
Note: 


period. 


The growth rate of several components of the 
transport and communication sector is presented in 
table II-11 for a larger group of ESCAP developing 
countries. The growth of roads in these developing 
countries has been relatively slow over the past 
decade or so, with the exception of Afghanistan, 
Malaysia and Thailand. However, in the first year 
of the Second Development Decade, their length 
increased in all the countries except Indonesia and 


Allocated transport 
expenditure 


Allocated transport 
expenditure 


Years 


(Percentage covered (Percentage 
share of by plan (million share of 
total $US) total 
expenditure) expenditure) 
17.0 1971-1975 7,044 20.8 
16.5 1971-1975 548 21.9 
19.9 1971-1975 1,649 16.1 
213 1972-1976 | 3,072 Dik 
29.8 1972-1976 927 19.4 


Allocations converted into $US at the exchange rate obtaining in the first year of each plan 


the Philippines. Whether their utilization and effec- 
tive contribution to the national economy has 
increased is more difficult to assess, as these qualities 
depend on many variables, such as the strategic 
placement of the network, the number of feeder 
roads and the extent of commercial utilization. 
One indicator of utilization is the growth in the 
number of commercial vehicles: the table shows 
that this increased in most of the ESCAP developing 
countries considered. 


Table II-11. GrRowWTH RATES IN TRANSPORTATION INDICATORS 
FOR SELECTED ESCAP COUNTRIES 


(average annual percentage increases) 


Roads 


Railways Civil aviation Shipping 


Length of roads Commercial vehicles 


Length of railways 


Freight traffic 
(ton-km) 


Merchant fleets 


Freight carriage 
(% rises in GRT) 


(net ton-km) 


1961-1969 1970-1971 1961-1969 1970-1971 1961-1969 1970-1971 1961-1969 1970-1971 1961-1969 1970-1973 1961-1969 1970-1972 


Afghanistan 13.3 9.9 1.6 
Burma UD 5.9 aoa 
India . 5.3 4.3 8.4 7.2 
Indonesia . 5 1.07 —0.1 325) TA 
Malaysia (West) . 6.7 D2 6.6 8.4 
Pakistan ZAG — 6.4 6.7 
Philippines 1.3 —2.9 12.4 7a) 
Republic of Korea 3.2 — 14.8 11.8 
Republic of Viet-Nam‘ 2.3 0.9 1257. eS 
Thailand . 11.6 29:1 O72 il Sal 
Sources: 


Key Indicators, October 1974. 
7 1961-1969. 
» Ton kilometres (traffic). 
© Paved roads. 
2 1970-1971. 
© 1964-1969. 
Now Republic of South Viet-Nam. 


0.4 
0.7 


0.4 
0.2 
0.4 
0.7 
—1.4 
0.9 


— — — 25.0 —48.3 — _ 

Ay: 2.0 37 6.0 Sif 35 

—0.03 5.1 4.6 10.2 24.0 Ti 5.0 

—0.20 —4.7° 12.3 19.2 19.6 10.2 —19 

_ 6.1 —8.3 29.0 —3.9 as 75.0 
0.02 1.0 —2.0 15.9 0.5 79 2.84 

— —8.0 76.6 27.0 27.0 14.4. =e 

0.20 10.3 G7, 30.0 44.0 44.0° 11.6 

— —19.55 —28.3 36.0 —9.0 6.9 

—_— 5.7 4.3 15.5 46.0 oF 14.7 


United Nations, Statistical Yearbook for Asia and the Far East, 1972; Lloyd’s Register of Shipping; and Asian Development Bank, 
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In contrast to road networks, little growth in 
the length of railway routes is evident. This may 
be due to data limitations which do not account 
for improvement and double-tracking of the existing 
rail network. The freight statistics show increased 
utilization in many countries, the exceptions being 
Burma, Malaysia and the Republic of Viet-Nam.!° 
The Philippines sharply increased the amount of 
freight carried by its rail system. 


(ii) Shipping 

The expansion of the merchant fleets of the 
ESCAP developing countries as a whole has been 
slow, principally because of lack of financial re- 
sources, scarcity of foreign exchange, absence of a 
strong capital market and lack of shipbuilding 
facilities. This has become accentuated by the new 
developments which are radically reshaping both the 
shipping industry and the setting for its operation. 
Nearly half of the number of ships in the ESCAP 
developing countries’ existing fleets will have ex- 
ceeded their economic life by the end of this decade. 
In terms of tonnage, about 18 per cent of the fleets 
are already over 20 years in age and about 15 per 
cent will reach this retiring age in the coming 
years. The combined fleet of the ESCAP deve- 
loping countries in 1973 accounted for 3 per cent 
of the world fleet in terms of dwt. It increased 
over the percentage share of previous years which 
had remained static at 2.7 per cent. One notable 
feature has been the unequal growth of national 
fleets. India, Singapore and the Republic of Korea 
have shown an accelerated pace in their fleet 
development. India occupies the sixteenth position 
among the world shipowning nations. There are 
164 ships totalling 8.1 million dwt under construc- 
tion in regional or foreign shipyards, and 55 per 
cent of this tonnage is on order by India. An 
encouraging feature of the fleet development in 
recent years has been the diversification through 
the introduction of oil tankers, bulk carriers and, 
to a small extent, container/semi-container ships. 


In recent decades, the pattern of shipping and 
port operation has undergone radical changes, 
especially in the ESCAP region. Some have been 
changes of scale more or less within the existing 
pattern of technology, while others have been based 
on new technology, e.g. containerization with through 
transport arrangements. 


The ports of Singapore, Hong Kong and Klang 
have developed container complexes and similar 
developments are taking place in the Republic. of 
Korea, India and Malaysia, while modest container- 
handling facilities have been organized in other 
parts. 


1° Now Republic of South Viet-Nam. 


There may well be specific problems and 
bottlenecks in the efficient operation of the ports, 
but there are certain common characteristics: slow 
customs procedures are a major obstacle to a quick 
cargo throughout in some ports and constant con- 
gested conditions in port storage areas lead to 
delays in ships’ turn-around time. Inadequate 
depths in many ports have proved constraints to 
modern shipping and, although some progress in 
this regard has been made through dredging, much 
more needs to be done. 


Technological developments in ship design and 
cargo-handling methods have produced a great 
impact on the ESCAP developing countries, parti- 
cularly in the sphere of development of national 
merchant marines and port facilities. The new 
technology has produced a variety of ships, such 
as container ships, barge-carrying vessels and roll- 
on/roll-off vessels. The port facilities and infra- 
structure are correspondingly affected by these 
changes. The rapid pace of change has created 
difficulties in planning, particularly in determining 
which form of unitization best suits the conditions 
in respect of ships, cargo handling and port 
facilities. 


One aspect of the communications network for 
which data are available, and which can be used 
to indicate existing conditions, is telecommunica- 
tions. The target for telecommunications for the 
ESCAP developing countries is related to their 
stage of economic development, but a target of 
eight telephones per $US 100,000 of GDP for the 
Second Development Decade has been adopted 
generally. A very small number of the countries 
has approached or exceeded this target, the best 
performances being Fiji (7.3), the Republic of Korea 
(8.8) and Singapore (7.8) in 1973. In most other 
countries the figures are much lower, indicating the 
difficulty of reaching the target. 


Taking all aspects of the sector into con- 
sideration, the available data suggest that ESCAP de- 
veloping countries have had quite mixed experiences 
in the establishment of development-oriented trans- 
port and communications infrastructure in recent 
years. Table II-12 presents growth rates in the 
value-added of this sector of the GDP of selected 
countries. Growth rates have increased in Indo- 
nesia and Iran in the present decade, while the 
Republic of Korea has maintained its high 1960s 
rate. This large growth of value-added was pro- 
bably brought about partly by the expenditure 
allocated to the sector in national plans, notably 
that of the Republic of Korea. Interestingly, growth 
rates in some other countries in table II-12 fallen 
slightly in the recent period. 
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Table IJ-12, ANNUAL COMPOUND GROWTH IN THE VALUE-ADDED OF 


THE TRANSPORT AND COMMUNICATION SECTOR OF 
SELECTED ESCAP COUNTRIES 


(at constant prices) 


1960-1970 


(average 
annual 
percentage) 

Afshanistam ya 4 ol 8.6" 
Bangladesh, <a ot . a 6.1 
Fiji 
Indie se Cay ph eet Tink 
Indonesia . 1 
Frag So Fs kL ale 2 fants Tod 
Laos Bats Me! aoe 
Malanismy 2) es es 4.3 
Rakistetis 5) ose shames Eee 6.8 
Philippies 2 1° o) - 3.6° 
Republic of Korea. . .. 15.8 
Sri Lanka 8 ie A Fede 4.6 
eiraiandl so ys at es 7.65 


Sources: National sources. 
* 1961-1969. 
© 1961-1970. 
© 1970-1973. 


(c) Growth in population, labour force and 
employment 


(1) Demographic trends 


The International Development Strategy for the 
Second Development Decade stated that each 
country should formulate its own demographic goals. 
However, an average annual population increase of 
2.5 per cent was assumed for the calculation of 
the per capita GDP target for the developing region. 
At that time, this rate was considered lower than 
the average rate forecast for the decade.!! 


Growth of population remains an important 
obstacle to achieving targets in the region, as re- 
flected in the discouraging economic performance 
noted earlier. Although it was emphasized in the 
strategy, population planning has not yet been in- 
tegrated in the development programmes of most 
countries of the regions. The dramatic reduction 
in the level of mortality achieved after the Second 
World War, together with persistently high fertility 
rates, particularly in the developing regions of the 
world, has led to a potentially explosive demo- 
graphic situation. As a result, the rate of population 
growth in the less developed world rose from an 
average of | per cent per annum in the 1940s to 


11 International Development Strategy, op. cit., p. 4. 


1971 1972 1973 1970-1972 
(percentage change over havering 
previous year percentage) 
15.6 ES, Bit: 12.7 
5.0 4.7 \ 6.0 aes 
27.0 14 wade 13.5 
ey 15.2 a 3 2H) 
F23 9.0 nore 10.6 
2k 7.6 ane 4.8 
Dl 0.8 or 3.0 
10.4 11.0 26.8 15.8° 
0.8 ve ere 4.0 
3.3 53 9.0 5.2 


2.1 per cent in the 1950s and to 2.4 per cent in 
the 1960s.!” 


More recent estimates in table II-13 place the 
annual rate of population growth for the developing 
countries of the world at 2.4 per cent for the current 
decade. This figure, although somewhat lower than 
the one anticipated in the strategy, is at least partly 
responsible for the slow progress in economic and 
social development achieved during the first five 
years of the decade. In absolute terms, the rate 
implies the addition of 318 million people between 
1970 and 1975, i. a number more than four times 
that of the present population of Bangladesh. This 
large addition in a period of five years in the poor 
countries has widened the gap between the demand 
and supply of food, employment opportunities, 
health services, educational facilities and other basic 
necessities of life. 


The trends behind the growth of population in 
the ESCAP region, 95 per cent of the population 
of which live in developing countries, were similar 
to those in the developing world as a whole. The 
average rate of growth in the ESCAP region jumped 
from 0.8 per cent per annum in the 1940s to 1.9: 
per cent in the 1950s and further increased to 2.2 


12ESCAP, “The Demographic Situation in the ECAFE Region” 
(POP/APC.2/BP/1), background paper for the Second Asian Popula- 
tion Conference, November 1972, Tokyo, Japan, p. 32. 
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Table I-13. PopULATION LEVELS AND ANNUAL GROWTH RATES, 1970-2000 
Population (in millions) Increase (in millions) Annual rates of growth 
Region/area 
1970 1975 1980 2000 1970-1975 1975-1980 1980-2000 1970-1975 1975-1980 1980-2000 
World total Wee ae 3621 3,988 4,401 6,407 367 413 2,006 1.9 2.0 1.9 
More developed region . . 1,084 1185 1,183 1,368 49 50 185 0.9 0.9 0.7 
Less developed region Qi6u: 2,855 3,218 5,039 318 363 1,821 2.4 2.4 PAS} 
MSGAPMresion , You 2. 1,979 2,205 2,456 3,607 226 251 1,151 22. 2.2 1.9 
aceon, HRT A. 926 1,005 1,087 1,373 79 82 286 1.6 1.6 ez 
Basterm south) Asia . <: « 285 326 374 617 41 48 243 Del 2.8 oS 
Middle south Asia . . . 749 853 971 1,584 104 118 613 2.6 2.6 2.4 
Qaekey Al 19 Zh 24 33 2 3 9 2.0 2.0 7 
ESCAP region, excluding Japan, 
Australia and New Zealand . 1,860 2077, 2,320 3,449 217 243 1,129 202 Pp) 2.0 


Source: United Nations, “World and Regional Population Prospects” (E/CONF.60/CBP/15), paper presented to World Population Con- 


ference, August 1974. 
Note: 
East Asia: 
Eastern south Asia: 


The countries and territories in the subregions of the ESCAP region are: 
China, Hong Kong, Mongolia, Japan, Democratic People’s Republic of Korea and Republic of Korea. 
Brunei, Burma, Khmer Republic (now Cambodia), Indonesia, Laos, Malaysia, Philippines, Singapore, Thai- 


land, Republic of Viet-Nam (now Republic of South Viet-Nam) and Democratic Republic of Viet-Nam. 
Middle south Asia: Afghanistan, Bangladesh, Bhutan, India, Iran, Nepal, Pakistan and Sri Lanka. 


Oceania: 


Australia, British Solomon Islands, Cook Islands, Fiji, Gilbert and Ellice Islands, Nauru, New Zealand, Papua New 


Guinea, Trust Territory of the Pacific Islands, Tonga and Western Samoa. 


per cent in the 1960s.13_ The estimate for the current 
decade is also placed at 2.2 per cent. Since 1960, 
the average rate of population growth in the deve- 
loping world, including the ESCAP region, has been 
the highest ever recorded in history. 


The size of the population of the ESCAP region 
is estimated at 2,202 million in mid-1975. Excluding 
the three developed countries, viz. Australia, Japan 
and New Zealand, the region contains 2,074 million 
people or 73 per cent of the total population of 
the developing countries of the world as a whole. 
The estimated addition of 226 million people during 
the first five years of the decade would further 
enlarge the population base of the ESCAP region;"* 
a base which has already contributed significantly 
in many countries of the region to the increasing 
imbalance between the demand and supply of goods 
and services, inflation, unemployment and under- 
employment. 


The greater part of this growth has occurred 
among the poor countries and the poorer sections 
of the population within each country. Thus, the 
pressure on the meagre resources of these countries 
has continued to increase during the current period. 
The competition for the use of resources — to 
provide the basic necessities of life for the rapidly 
growing population and investment in manufacturing 


13 Ihid., p. 32. 


14 On present expectations, another 250 million people will be add- 
ed during the rest of the decade; this is 24 million mere than the 
increase during 1970-1975. Indeed, between 1970 and 200 the net 
addition to the population of the region is estimated at the staggering 
figure of 1,568 million, indicating an increase of about 80 per cent. 


and other sectors — is likely to become more severe, 
making the task of development increasingly difficult. 


Countries of the ESCAP region took the lead 
in the developing world in formulating policies to 
control population increase through the spacing of 
children and reduction in fertility rates. At present, 
26 out of the 34 regional member and associate 
member countries, accounting for almost 98 per cent 
of the region’s population, have such policies. The 
continuing efforts to improve health should further 
reduce the morbidity and mortality rates and thus 
strengthen the motivation of the people to plan 
their families. 


Table II-14 shows that both the crude birth 
rates and the crude death rates are expected to 
decline as a result of such policies. However, since 
the reduction in crude birth rates is likely to be 
offset by a corresponding reduction in the death 
rates, no decline is expected in the rate of natural 
increase during the first and second halves of the 
current decade. Population growth will therefore 
remain a challenging problem, particularly in south 
Asia where the natural rates of growth are very 
high. All the countries concerned will have to 
strengthen their family planning programmes and 
population policies to ease this problem. Indeed, 
such programmes are to be made an integral part 
of development planning in the light of the declara- 
tion adopted at the Second Asian Population Con- 
ference.'® 


15 “Declaration of Population Strategy for Development’’, adopted 
at the Second Asian Population Conference held at Tokyo, November 
1972, 
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As a result of the high fertility rates during 
the past decades, it is estimated that, in 1970, the 
proportion of the population of the ESCAP region 
in the dependent 0-14 age-group was about 40 per 
cent. This may be compared with the corresponding 
proportion of 27 per cent for the developed coun- 
tries. Within the ESCAP region, countries in south 
Asia have proportions of children as high as 44 per 


is likely to taper off slightly by the end of the 
decade as a result of reduction in the birth rate 
since the late 1960s, but 75 million children will 
be added between 1970 to 1975 and 88 million 
between 1975 to 1980. Both the high dependency 
status implicit in the proportion of the population 
below 15 years and the substantial additions in 
absolute terms will call for heavy investments for 


cent. The proportion of population under 15 years the provision of food and educational facilities. 
Table II-14. CRUDE BIRTH, DEATH AND NATURAL INCREASE RATES, 1970-2000 
Crude birth rates Crude death rates Rates of natural increase 
Region/area (per 1,000) (per 1,000) (%o) 
1970-1975 1975-1980 1980-2000 1970-1975 1975-1980 4 1980-2000 197021975 1975-1980 1980-2000 
Worlditotal’ = 9 43 eee 31.8 31.4 28.6 12.7 11.8 9.9 1.9 2.0 1.9 
More developed regions . . 17.2 17.5 16.6 92 94 9.8 0.8 0.8 0.7 
Less developed regions . . 37.9 36.7 32.4 14.2 1257 9.9 fhe 24 2.3 
ESCAP region’ = <3, 3  - 34.7 33.4 28.3 13.4 12.0 9.6 24 29 | 1.9 
Rast Asia 0. ae 26.0 24.7 19.7 9.8 9.0 8.0 1.6 1.6 iz 
Eastern south Asia . . . 43.1 41.8 35.5 16.2 14.3 10.5 Zt 2.7 25 
Middle south Asia . . . 42.7 40.7 35.5 16.8 14.8 11.0 2.6 2.6 23 
Oceania) ryt ee 25:1 25.4 23.6 9.4 9.0 8.4 1.6 1.6 1.5 
ESCAP region, excluding Japan, 
Australia and New Zealand . B57, 34.3 29.1 13.8 12.3 10.5 2.2 DS 1.9 
Sourcé: As for table II-13. 


(2) The labour force 


In the ESCAP region, the population in the 
working age-group (15-64) has grown from 1,122 
million in 1970 to 1,259 million in 1975 and will 
grow to 1,406 million in 1980. The growth in the 
working-age population has been higher than the 
growth in population because of current reductions 
in the levels of fertility and mortality. This growth 
is already exerting pressures on the labour market, 
reflected in the high and probably increasing rates 
of unemployment and underemployment in countries 
of the region. For the same period, according to 
ILO projections, the growth of the labour force will 
be slower,!® partly because of increases in school 
enrolment ratios and partly because of lack of work 
opportunities. 


Table II-15 shows that the labour force parti- 
cipation rates in the ESCAP region have declined 
slightly for both sexes, and will do so during the 
rest of this decade. In spite of this, with the rapid 
growth of population, particularly in the working 
age, the pressure on the labour markets in east and 
south Asia has continued to increase. The problem 
therefore is not only to create jobs for those who 
are already unemployed and underemployed but 
also for the rapidly growing labour force. Female 


16 International Labour Office, Labour Force Projections 1965-1985, 
parts I and IV. 


labour force participation is a matter of concern for 
the planners because, with the increased family 
planning practices, more women have been, and 
will be, freed from the burden of child-bearing and 
are likely to be available for work, although they 
may not look for jobs because of lack of oppor- 
tunities. 


The upsurge in population witnessed in the 
third quarter of this century and the highly expanded 
pressures on the labour market require new 
approaches to development planning and the growth 
of population as such. The integration of popula- 
tion planning into the over-all framework has become 
all the more urgent. It is obvious that, if such rapid 
increases in population and labour force continue, 
it will be increasingly difficult to provide the 
minimum standard of living for a large section of 
population. Greater effort will therefore be required 
in many countries in the current and the following 
decades to stabilize the rate of population growth 
at the replacement level in order to achieve the 
basic goal. 


(3) Employment 


The unemployment picture in the ESCAP de- 
veloping countries is presented in table I-16, which 
is reproduced from the Economic Survey of Asia 
and the Far East, 1973. Unlike in the developed 
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Table II-15. LABOUR FORCE PARTICIPATION RATES BY SEX 
IN THE ESCAP REGION, 1970-1980 


Total labour force Labour force (15-64) 

; —_—_—____—— x 100 x 100 

Region Year Total population Population of working age 
Both sexes Male Female Both sexes Male Female 
PSCAPMegoN . 6 iy Sh 1970 41.9 53.9 29.6 68.0 87.8 47.8 
1975 41.1 53.2 28.8 66.9 86.8 46.5 
1980 40.4 52.6 27.9 65.7 85.8 45.0 
PAS UNGEY 0” Aaa 1970 46.0 Spay! 36.3 72.0 87.2 56.8 
1975 459) 55.8 35.8 70.9 86.3 55.3 
1980 45.) 55.8 35.0 69.8 85.6 55.9 
Hastern southeAsia.. . + (a> 1970 39.9 50.7 29.1 67.9 87.8 48.2 
1975 39.0 49.9 28.1 66.8 86.8 46.8 
1980 38.4 49.4 LES 65.6 85.8 45.4 
Middievsouth Asia. 9. 0... 1970 Sih Spi) PNY 62.8 88.4 35.4 
1975 36.4 51.2 20.7 61.7 87.3 34.5 
1980 35.6 50.2 20.1 60.6 86.0 33.5 
(CRED 3. en es 1970 41.2 57.4 24.7 65.4 90.1 39.4 
1975 42.4 58.4 26.1 67.0 91.4 41.5 
1980 Ah 56.3 257, 65.3 88.4 41.0 
ESCAP region, excluding Japan, 1970 41.4 53.4 29.1 67.9 87.8 47.5 
Australia and New Zealand 1975 40.7 52h 28.3 66.7 86.7 46.0 
1980 39.9 52.1 27.4 65.4 85.7 445 


Sources: International Labour Office, Labour Force Projection 1965-1985, parts 1 and IV; United Nations, World 
Population Prospects as Assessed in 1968 (ST/SOA/Series A/53). 


Table Il-16. ToTaL LABOUR FORCE AND UNEMPLOYMENT IN SOME 
ESCAP DEVELOPING COUNTRIES 


Total Total Rate of unemployment 
Country Period labour force Feige as d (%) 
(thousands) (thousands) Total Rural Urban 
indiana aie eet ot: July 1960-June 1961? Le ae a: 3.9° 24 
June 1964—-June 19657 ora fans Sas ore 2.0 
July 1964—June 1965° 8 Ge ae 4.4 3.5 
July 1966—June 1967 Aes sys Hee Del, 1.6 
Indonesia. . . . . November 1964—February 1965 36,543 845 2.3 2.0 Eyl 
September—October 1967° 23,734 195 0.8 0.6 25 
fee voe 96 070 iy a er May eae 1964 6,382 388 6.0 4.6 9.6 
1970 aor oe 5.0 i 5) 
IME EMGET) Seng tote wanes 1962 2,453 148 6.0 5.0 8.9° 
1967-1968? 2,598 177 6.8 5.4 9.9° 
1967-1968" ae ae 8.9 ; 
1971! ae ome 7.1 
Phulippiness 9) 2 yesh! eh. October 1958 8,976 647 Vi? , 
F October 1963 10,233 469 4.6 ane 
October 1968 18,371 900 7.9 7.4 9.0 
November 1971 13,233 699 5.3 Ray ae 
Republic of Korea . . 1963 8,653 706 8.1 DE, 16.42 
1970 10,020 446 45 1.6 thes 
Singapore Mes? Bia a7 1966 577 53 9.1 
> 1971 Aa he, 4.8 cts, AG 
Brmivauiet = te its, 5 1968-1969 4,150 476 11.5 1BEBY 15.6 
6.4? 
1969-1970 4,081 546 13.3 13.9 17.3 
75 
Meatlaod es oor July-September 1969 17,196 39 0.2 0.1 1.23 


Source: Economic Survey of Asia and the Far East, 1972, (United Nations publication, Sales No. E.73.VI.F.1), 
table I-4, p. 37. 


* National Sample Survey. » Integrated household schedule. 

“Java and Madura. 4 “Active unemployment”. 

© Average of metropolitan and other urban areas. £ Includes ‘‘passive unemployment”. 

® Farm households. ® Non-farm households. 

1 Estates (tea, rubber, coconut and other J Average of Bangkok-Thonburi and other 


plantations). municipal areas. 
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countries, employment exchange data tell little about 
the real state of unemployment and underemploy- 
ment because they cater for only a limited range of 
jobs to only a certain type of job seeker. Labour 
surveys have been conducted in several countries, 
but only in a few countries are they conducted on 
a regular basis. The surveys differ from country 
to country according to the methodology, definition, 
reference procedures, etc. The data in the table 
are based on such surveys and should therefore be 
interpreted with great caution. For example, they 
indicate generally that the employment situation is 
worse in some countries than others, although it 
may not be correct to infer from the figures that 
it was several times worse in one country than in 
another. It should also be understood that survey 
data and registration data are not strictly com- 
parable and that neither type of data is directly 
comparable between countries. 


However, the employment situation in ESCAP 
developing countries presents continuing problems, 
and the various programmes and projects devised 
to increase employment rates have remained largely 
ineffective. In most countries, rural areas appear 
to have lower unemployment rates than urban areas, 
but, apart from this, no conclusion can be drawn 
about the rural unemployment without a close 
scrutiny of methodology, definition, and survey 
procedure. However, underemployment is wide- 
spread and a serious problem, although its size and 
nature vary considerably from country to country. 
In rural areas, it is frequently a seasonal pheno- 
menon. 


Seasonal unemployment and unpaid family 
labour play much smaller roles in urban areas, 
where open unemployment is more serious. Even 
in countries where unemployment rates in urban 
areas appear modest, such as in India, the absolute 
number of unemployed may be huge and, if the 
unemployment is concentrated in certain cities or 
among certain groups, it takes on very serious 
proportions. 


Moreover, unemployment in urban areas hits 
the youth more intensively, and there is considerable 
evidence that the number of educated unemployed 
is increasing. 


In certain countries, urban unemployment con- 
tributes directly to mass poverty, as season unem- 
ployment does in the rural areas. Such unemploy- 
ment may also be looked upon as a consequence of 
very low productivity in agriculture which further 
increases the problem of mass poverty. The recent 
inflationary situation and shortage of food and raw 
materials and the consequent slow-down in economic 
activity must have further exacerbated the unemploy- 
ment and underemployment situation in most coun- 


tries of the ESCAP region, although there are 
no recent data to demonstrate the magnitude of 
this effect. The task of solving the problem will 
vary from country to country, depending on the 
country’s resources position and the intensity of 
the impact of recent events on its balance of 
payments. 


(d) Investment, domestic saving and development 
assistance 


In economic development, no matter whether 
emphasis is placed on growth or on social goals 
regarding income distribution, social justice or other 
social targets for the welfare of the masses, invest- 
ment and the way it is financed by domestic and 
foreign savings must always remain the key factors. 
The International Development Strategy accordingly 
stated that, in developing countries, the ratio of 
gross domestic saving to gross product should rise 
by 0.5 per cent per annum, to bring the ratio rise 
to about 20 per cent in 1980. 


(1) Investment 


It can be noted from table II-17 that, during 
the First United Nations Development Decade, the 
ratio of investment to GDP in most developing 
countries and territories in the region showed a rising 
trend, so the region entered the second decade with 
generally satisfactory rates. During the early years of 
the current decade, Fiji, Indonesia, Iran, Hong Kong 
and Malaysia increased their investment rates while 
in the Philippines, the Republic of Korea, Sri Lanka, 
Thailand and the Republic of Viet-Nam1" they 
deteriorated. Able to accumulate capital at a rate 
of more than 20 per cent of GDP were Fiji, Iran, 
Hong Kong, the Philippines, the Republic of Korea 
and Thailand. The investment rate in Malaysia 
was relatively stable around 16 per cent during the 
past decade, and rose to 20.5 per cent in 1972. 
Indonesia and the Republic of Viet-Nam17 were able 
to accumulate generally less than 15 per cent of 
GDP during the first decade. However, Indonesia 
increased its investment rate rather rapidly and 
reached 16.7 per cent in 1972, compared with 13.6 
per cent in 1970. There are no clear indications 
about the next few years. During recent years, the 
prices of capital goods have tended to rise faster, 
thus overshadowing the trends in real investment. 
From all accounts, it appears that investment in 
real terms may have declined. 


On the other hand, developed countries of the 
region experienced a rising trend in the investment ~ 
rate during the first decade and a declining trend 
in the early years of the second. In the case of 
Japan, the ratio declined from 39.5 in 1970 to 


17 Now Republic of South Viet-Nam. 
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PERCENTAGE OF GROSS INVESTMENT TO GDP IN THE 


ESCAP REGION AT CONSTANT 1970 MARKET PRICES 


Table I-17. 

Country 1961-1965 
Fiji 
Hong Kong ne 
India 16.51 
Indonesia . 9.91 
Tran 17-47 
Malaysia? . 16.20 
Pakistan? . 17.97 
Philippines 17.44 
Republic of Korea 12.66 
Republic of Viet-Nam® . 6.26' 
Sri Lanka? 16.86 
Thailand . 17.78 
Japan® 31.65 
Australia . 26.71 
New Zealand? 24.26 


Sources: 


1966-1970 


Ts fall 
19.71 
16.92 
10.62 
22.35 
16.30 
15.35 
21.61 
23.91 
11.23 
16.80 
24.41 
36.74 
28.42 
25.60 


1970 1971 1972 1973 


22.16 23.10 23.60 26.72 
20.24 22.15 21.58 arate 
15.88 17.02 17.53 16.74 
13,61 14.89 16.69 

21.79 21.11 21.95 an 
17.70 18.80 20.50 20.40 
15.89 15.80 14.51 14.19 
21.10 20.76 21.04 Beis 
27.34 26.47 22.00 26.44 
11.09 8.45 7.19 

19.40 17.60 14.80 wee 
24.86 22.12 18.10 21.08 
39.50 37-3) 37.54 37.59 
28.41 28.09 25.31 23.43 
25.22 27.45 25.52 20.94 


United Nations, Statistical Yearbook of Asia and the Far East, 1972; IMF, International Finan- 


cial Statistics; IMF, Balance of Payments Yearbook; United Nations, Monthly Bulletin of 


Statistics; and national sources. 
* Average 1968-1970. 
» Current market prices. 

I 

GNP 
9 Average 1964-1965. 
© Now Republic of South Viet-Nam. 
f Average 1962-1965. 


c 


37.5 in 1972; Australia, from 28.4 in 1970 to 23.4 
in 1973; and New Zealand, from 27.4 in 1971 to 
20.9 in 1973. 


(2) Domestic savings 


From table [I-18 it can be observed that three 
countries, namely Malaysia, the Philippines and 
Thailand, already had a ratio of more than 20 per 
cent during the first decade. During the second, 
the ratio in Malaysia declined to less than 20 per 
cent, ie. from 22.2 in 1969 to 16.8 in 1972. 


The countries that had both a saving rate of 
less than 20 per cent and an average annual ex- 
pansion rate of less than 0.5 per cent were India, 
Pakistan and Sri Lanka. In India the saving rate 
increased slowly from 13.7 per cent in 1961 to 
15.7 per. cent in 1969, implying an average annual 
expansion of about 0.25 per cent per year. The 
saving rate in Sri Lanka declined in the early years 
of the first decade but picked up later; the average 
annual expansion during the first decade was only 
about 0.2 per cent per year. In Pakistan, the saving 
rate remained stagnant at about 12 per cent. 


Indonesia was able consistently to increase the 
-Ithough from a low base. A remark- 
ts made by the Republic of Korea 
decade, when the saving rate rose 


from 2.4 per cent in 1962 to about 17 per cent 
inl1969, an average expansion of about 2.1 per cent 
per year. 


During the early years of the second decade, 
however, the saving rate has shown a declining 
trend in most ESCAP countries except Indonesia, 
Iran and the Philippines. This may be due in 
part to the global problems of the shortages of 
food, fuel, fertilizers and raw materials. The same 
is true for the developed countries where the saving 
rate generally increased during the first decade, but 
declined slightly in the first half of the second 
decade except for New Zealand. 


(i) Private saving 


Private saving accounted for a large base in 
domestic saving, of which voluntary saving account- 
ed for a major portion of total private savings 
and will continue to play a dominant role. Various 
forms of financial institutions that have played an 
important role in the mobilization of private savings 
include commercial banks, savings banks, post-office 
savings banks, special savings institutions (e.g. unit 
trusts, mutual funds, finance and insurance com- 
panies and provident funds), development banks 
and security markets and co-operative societies. In 
several developing countries in southeast Asia, post- 
office savings banks were converted into national 
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savings banks with highly satisfactory results. It 
is also being recognized that there is considerable 
scope for increasing the proportion of contractual 
saving in the total savings.1® 


(ii) Public saving 


The Strategy emphasized the application of 
“sound”? fiscal policies in the context of domestic 
resource mobilization. In particular, for raising 
public savings, it stressed the need for expanding 
tax effort, reform of the tax structures and stream- 
lining and strengthening of tax administration. On 
the expenditure side, it called for a closer scrutiny 
and check on current expenditure so that maximum 
revenues could be released for development pur- 
poses, and indicated the vital role of public enterprise 
in contributing to the domestic resources. 


Tax efforts showed a general increase during 
1960-1970 in most countries, particularly Iran, Ma- 
laysia and the Republic of Korea.1® As indicated in 
table II-19, for 1968-1970, total government revenue 
as a percentage of GDP was, on the average, over 
20 per cent in Singapore, between 18 and 20 per 
cent in Fiji, Iran, Malaysia and Sri Lanka, between 
14 and 17 per cent in Burma, the Republic of Korea 
and Thailand, between 12 and 14 per cent in Hong 
Kong and India, and about 10 per cent in Pakistan, 
the Philippines and Indonesia. Taxation was the 
major contributor to current government revenue, 
accounting for about 63 per cent in Singapore and 
up to 98 per cent in Indonesia. During 1970-1973, 
the effort to mobilize current revenue evidently in- 
creased in all countries except Burma, Thailand 
and Singapore. A notable growth in revenue has 
taken place in Fiji, Hong Kong, Indonesia,?° Iran, 
Malaysia, Pakistan, the Philippines and Sri Lanka. 
Meanwhile, substantive tax efforts are being pro- 
posed in India, Indonesia, Pakistan, the Republic 
of Korea and Sri Lanka, both to mobilize more 
public revenue for development and to curb the 
acute inflationary situation as quickly as possible.?! 


However, it is also evident from table II-19 
that non-tax current revenues were considerable and 
have grown faster than tax proceeds in most 


18 Report of the ECAFE/SIDA/ISBI Seminar on the Mobilization 
of Private Savings, August/September 1974, Bangkok. 


19 “First biennial review of social and economic developments in 
ECAFE developing countries during the Second United Nations 
Development Decade”, Economic Survey of Asia and the Far East, 
1972, part I. 

20 Tn Indonesia, the rate of revenue to GNP increased from 10.3 
per cent in 1970/71 to 13.0 per cent in 1972/73. The rate for 1973/ 
74 is expected to reach 20 per cent. 


?1¥n India, the public saving is expected to be boosted from 2.8 
per cent (of GNP) in 1973/74 to 6 per cent in 1978/79. Substantial 
tax effort is planned in the current year 1974/75, as reflected in the 
current year budget in March 1974 and the supplementary budgets 
in July 1974: Government of India, Economic Survey 1973/74, p. 30 
and the Budgets. 


countries. The countries. and territories in which 
public saving contributes a sizable proportion of the 
total domestic savings are India, Indonesia, Iran, 
Pakistan, the Republic of Korea ‘and Hong Kong. It 
is also notable that current expenditure forms 18 to 
19 per cent of GDP in Fiji and Malaysia; 16 to 17 
per cent in Iran, Singapore and Sri Lanka; 12 to 16 
per cent in Burma, the Republic of Korea and 
Thailand; 10 per cent in Hong Kong and India; 
and less than 10 per cent in Indonesia, Pakistan 
and the Philippines. These proportions showed up- 
ward movements in 1970-1973 in all countries 
except India, Iran, the Republic of Korea and 
Thailand, where their level remained unchanged. 
The most notable increases.in current government 
expenditure took place in Pakistan, Sri Lanka and 
Singapore. 


Current expenditures are usually sticky down- 
wards and, while it may not be possible to reduce 
them, efforts may succeed’ at least in keeping them 
from rising in relation to the GNP. However, 
percentages of current revenue to GNP in certain 
developing countries are high already, so a con- 
siderable domestic mobilization effort would be 
needed to have more resources released for deve- 
lopment purposes. 


Another important feature in certain countries 
during the late 1960s and early 1970s has been 
adverse pressures on development expenditures. 
Abetted by the rapidly-increasing inflation, in certain 
cases they have tended to stagnate if not actually 
decline in real terms. As expanding real develop- 
ment outlays are the sine qua non for rapid growth 
and stability, most countries have a substantial task 
of resource mobilization from both tax and non-tax 
sources before them. 


It is also evident from the table that non-tax 
revenue forms up to 30 to 40 per cent of the total 
current revenue in some countries. A part of these 
non-tax revenues is contributed by public enterprises. 
In fact, public enterprises account for a sizable 
investment in India, Iran, Malaysia, the Republic 
of Korea and Sri Lanka. Unfortunately, their con- 
tribution to budgetary resources has not been very 
encouraging. Several factors — including, rising 
costs, inadequate demand, bad management and 
underpricing of goods — have been responsible for 
their unsatisfactory and in some cases falling con- 
tribution. As the operational surpluses of these 
enterprises form an important potential source of 
non-tax revenue, efforts need to be made to improve 
their efficiency by suitably streamlining and streng- 
thening administrative and management practi 
The correction of inappropriate prici 
which have seriously inhibited their 
ties is also necessary. 
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Table II-18. PERCENTAGE OF DOMESTIC SAVING TO GDP IN THE 
ESCAP REGION, AT CONSTANT 1970 MARKET PRICES 


Country 1961-1965 1966-1970 1970 1971 1972 1973 
Teg Go ee en ee 19.85* 21.06 18.80 14.10 21.00 
BEionomkonp ie iis! a ave 18.88 19.47 12.86 15.73 ats 
India? 3d 8 24 REC ae 13.97 14.94 15.20 16.04 16.32 16.14 
Rndoncsia te Atte ok 7.05 8.16 10.61 11.97 13.99 
Anas meee SO kA 15837; 18.21 18.51 16.62 19.33 Bec 
WMalaysiae Pay. ee tis 17.02 23.14 20.70 18.30 16.80 22.67 
Pakistan ae SS 13.06% 11.84 13.13 13.00 13.00 14.30 
PIMP IES s Wee a sy 16.82 20.87 21.60 23.58 25.84 ate 
Republic'of Korea... 6.67 14.19 15.96 15.44 15.95 21.99 
Republic of Viet-Nam® . . . 20.72° 1.76 —1.62 —1.78 —1.09 
Sriptankare se) Us Ls 13.66 13.24 16.90 16.50 13.40 hon, 
aan, wk Whats s,s 16.10 20.01 20.49 21.40 19.64 22.62 
Japan® i tf CORTES Re 30.56 37.43 40.60 37.35 40.10 37.36 
Nustraliaay. Gi; Geko volte 26.00 26.66 28.39 28.38 28.35 27.20 
New Zealand?’ <5 eS 23.96 25.87 28.13 PIBYS 26.71 27.73 


Source: As for table II-17. 
* Average 1968-1970. 
» Current market prices. 
Ss 
GNP 

4 Average 1964-1965. 

° Now Republic of South Viet-Nam. 
f Average 1962-1965. 
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Table II-19. Ratio To GDP OF GOVERNMENT REVENUE, 
EXPENDITURE AND SAVING, 1968-1973 


(in percentages) 


1968-1970 1970-1973 
Government revenue Hoageue ee Government revenue pores : alu 
Total Tax Pipi Barnes Total Tax pepenatare savings 
Burmass.— se 17.2 13.1 14.0 3.2 15.1 11.6 15.6 —0.4 
LO a a oe 19.8 15.5 18.6 1D, 23.5 18.9 21.8 1.7 
India* 5) EMAL. ath es 15.3 13.2 13.4 1.9 17.6 14.7 15.2 25 
Nodonesiays! (yp °F) © .)er 9.0 8.8 7.7 1.3 sales) 10.9 8.1 BA 
LET qe A aed Wien as A a 19.3 7.6 16.2 3.1 231 20.2 15.7 Te 
| Malayeiam .tutni kus. ts 18.9 IB) 19.4 —0.5 20.5 17.4 20.6 —0.1 
Pakistan). Wet 5! 10.6 7.8 8.0 2.6 16.7 12.6 14.4 2.3 
PRUOpINCS Ke eS 9.8 8.6 9.3 0.5 12.0 10.6 10.2 1.8 
Republic of Korea . . 16.0 12.9 12.3 3.7 17.5 13.3 12.0 Bye) 
tO 7 a a 18.5 14.4 17.3 1.2 23.0 20.9 23.3 —0.3 
CT TETTET Ys a rr 14.1 12.5 12.6 15 13.1 11.5 12.7 0.4 
Hiong Kong . */*. . 12.2 8.4 10.7 15 18.0 10.9 11.2 7.0 
inpapore My st a ie 23.0 14.4 16.5 6.5 PHIEPA 14.6 20.4 0.8 


Sources: Statistical Yearbook for Asia and the Far East, 1972 and 1973. 


ap * 1970-1973 from Government of India, Economic Survey, 1973/74; 1968-1970 from Government of 
‘ India, Estimates of National Product Saving and Capital Formation 1960/61-1971/72. 
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It seems, however, that taxation will continue 
to contribute most to the resource effort. Evidently, 
greater tax effort could and should be made. The 
level of taxation is modest in Iran, Pakistan and 
the Philippines. Mounting oil revenues in Iran tend 
to lessen the pressures for higher taxation, although 
for long-term growth a greater tax effort must be 
made. 


The major obstacle to raising the tax effort 
in most countries consists of inefficient and outmoded 
tax procedures and elaborate administration. Not- 
able attempts have been made by many countries 
in the region to improve the situation in this respect. 
In India, for example, steps have been taken to 
rationalize the tax structure to smooth tax pro- 
gression and to deepen and widen the coverage of 
wealth and property taxes and the taxation of the 
rural sector. Several countries have introduced 
improvements in tax assessment and collection 
procedures. Similar efforts have been made to 
improve the efficiency of public enterprises; notably 
through greater decentralization and autonomy, 
modern personnel management, re-organization of 
the systems of recruitment, selection and promotion 
and stricter efficiency norms.?* A unique experience 
in the ESCAP region has been the successful com- 
pletion by the end of 1973 of the transfer. from 
conventional budgeting to programme and preference 
budgeting in Sri Lanka in the entire range of 
government departments and public undertakings. 
In spite of these steps, the ESCAP developing 
countries face tasks of varying magnitude and com- 
plexity in streamlining and reorganizing their tax 
administration. 


The notable development in fiscal policy has 
been the resurgence of export taxes and tariff duties, 
basically as short-term allocation and restrictive 
devices. For example, the imposition of heavy 
exports taxes on regular items of exports in Pakistan 
after the floods in 1972 was meant to retain goods 
for the home market. Export premiums were re- 
imposed in Thailand recently, basically to contain 
domestic inflationary pressures. 


Taxation of production and sales, particularly 
of the luxury goods, still remains the favourite field 
of tax administrators in most countries. Although 
great potential exists in the field of income and 


wealth taxation — which also holds promise for 
greater tax progressiveness and income elasticity of 
the tax structure — it contributes only about a 


quarter of total taxes in most cases at present. In 
countries of south Asia, as well as some others, 
agriculture is almost an untapped source, having 
contributed only marginally to the total tax effort. 


2 See part Il of Economic Survey of Asia and the Far East, 1972. 


There are genuine administrative (and in some case 
political) problems in taxation of the agricultural 
sector, but it seems that developing countries cannot 
mobilize resources sufficiently without a substantial 
effort here as well. 


(3) Development assistance 


While domestic savings would remain the major 
element in the financing of investment, the Inter- 
national Development Strategy called for a net 
transfer of foreign assistance from developed to 
developing countries equivalent to 1 per cent of 
their gross national product and for a minimum 
net amount of 0.7 per cent of this to be in the 
form of official development-assistance by the middle 
of the decade. 


The issues relating to development assistance 
are discussed in detail in chapter VI. In this con- 
nexion, it is interesting to note that the net flow 
of foreign assistance from DAC countries to the 
developing countries as a whole reached a maximum 
of 0.8 per cent of GNP in 1968, but declined to 
about 0.73 per cent in 1972. As for the official 
development assistance, the ratio decreased from 
0.44 per cent of GNP in 1965 to 0.34 per cent in 
i972 


The inflow of foreign assistance to the ESCAP 
developing countries during the second decade 
has generally shown a declining trend except in 
Fiji, Indonesia, Malaysia and the Republic of Viet- 
Nam.” On the whole, the average share of assistance 
as percentage of the gross product of the developing 
ESCAP region, which had risen from 2.78 per cent 
of GDP ‘in 1961 to 2.8 per cent in 1970 and to 
4.1 per cent in 1971, declined sharply to 2.2 per 
cent in 1972. This follows the world trend in 
development assistance which seems to be declining 
as well as having more strict terms and conditions 
placed on it.?5 


At the same time, assistance and perhaps also 
private flows are falling off and the developing 
countries face a rapidly rising liability of debt 
servicing which will continue to be a major problem 
for them. Except in Pakistan and Thailand, there 
has been no clear tendency for these ratios to 
decline in the late 1960s and the first years of the 
present decade. 


(4) Private capital flow 


Private inflows in the form of both loans and 
equity investments have been another important type - 
of foreign savings over recent years, with loans 


23 World Bank/IDA, Annual Report 1973, table 3, p. 86. 
24 Now Republic of South Viet-Nam. 
25 Refer to chapter VI on development assistance of this Survey. 
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becoming relatively more important at present. In 
some cases, ‘notably the Republic of Korea, Singa- 
pore and Thailand, and more recently Malaysia and 
the Philippines, foreign direct investment alone has 
amounted to a significant proportion of recipients’ 
GNP, thus making a contribution towards closing 
the domestic savings-investment gap, as well as 
facilitating the transfer of technology in the broadest 
sense and contributing significantly to industrializa- 
tion programmes as well. Multinational corpora- 
tions have played a crucial role in this respect. 


Actual trends have been mixed as inflows are 
influenced by local as well as general factors. 
However, in a number of these countries, approvals 
or actual inflows reached record levels around 
1970/71, to be followed by more moderate levels 
and then a recent upsurge. On the other hand, 
some ESCAP countries, such as Burma, India, Iran, 
Pakistan, Sri Lanka and even the vigorously pro- 
moting but war-torn Republic of Viet-Nam,?* have 
experienced negligible or negative net flows of private 
capital. 


As far as private foreign investment is con- 
cerned, those countries which rely on such loan 
and equity inflows face considerable problems in 
the form of three main “balancing acts’. These 
consist, very broadly, of: positive and negative effects 
on development; reliance on foreign capital, enter- 
prise, technology, markets, etc. versus nationalist 
reactions; and the effects of inflows and backflows 
on the balance of payments of the host countries. 
Ironically, the latter will produce most severe 
difficulties if new inflows decrease in response to 
host-country conditions or sentiments, or to chang- 
ing economic circumstances in source-countries. 


The review of trends in investment, saving and 
foreign resource flows does not show an encouraging 
picture. In fact, all three have declined in several 
countries. It is also clear that debt servicing is 
becoming an acute problem in some countries. 
There is obviously an urgent need for substantial 
domestic efforts to arrest the declining trends in 
investment. Moreover, both to achieve the Second 
Development Decade target for development assis- 
tance and to alleviate the heavy burden on the 
developing countries in the near future, flows of 
foreign resources on softer terms with longer grace 
periods, lower interest rates and higher grant 
elements will be necessary. Maintaining the deve- 
lopment effort of these countries during the rest of 
the second decade will depend on such changes in 
developed countries’ policies. 


26 Now Republic of South Viet-Nam. 


(e) Foreign trade and balance of payments 
(1) Recent performance 


The export performance of the ESCAP develop- 
ing countries and territories as a whole, as shown in 
table II-20, appears satisfactory. It is apparent that 
the improvement in the growth of exports from 
ESCAP developing countries noted in the second half 
of the 1960s has continued in the Second Develop- 
ment Decade. Despite the slow-down in exports in 
1971 and 1972, an impressive growth of over 50 
per cent was attained in 1973. In this respect, the 
performance of the ESCAP developing countries, as 
a whole, was not only higher than that of the other 
developing countries but also that of the developed 
countries during 1972 and 1973. As a result, the 
relative share of exports from ESCAP developing 
countries in the world exports, which had shown 
a declining trend during the 1960s, increased. 


Total imports by ESCAP developing countries 
also showed a higher growth rate compared with 
both the 1960s’ rate and that postulated for the 
Second Development Decade. However, the rate 
was slightly lower compared with other developing 
countries and the developed countries in 1971 and 
1972, 


The ESCAP developing countries’ performance 
varied widely, especially in the exports of manu- 
factures and semi-manufactures. Hong Kong, Indo- 
nesia and the Republic of Korea accelerated their 
exports toward the latter half of the 1960s and 
achieved even higher growth rates during 1972 and 
1973. In Iran, the Philippines, Singapore and 
Thailand, rapid growth started in 1971 or 1972 
and accelerated in 1973. In Pakistan and Sri Lanka, 
the high growth was achieved in 1973 after a rather 
stagnant performance in the recent past. In Bang- 
ladesh, Burma, India and the Khmer Republic,’ 
growth in exports did not pick up and the growth 
performance was slower, even in 1973, than that 
of other developing countries. The war-ravaged 
countries of Indo-China, Laos and the Republic of 
Viet-Nam,”° have had declining export trends. 


For the developing countries as a whole, imports 
by and large followed similar trends. However, the 
growth in imports was slower than in exports. 
Notable éxceptions in this respect were Malaysia 
and Singapore where the average growth rate in 
imports during 1969-1973 was faster than in exports. 


With high exports growth rates and somewhat 
slower increases in imports, the cufrent account 
balance of many ESCAP developing countries has 
shown an improving tendency, especially in 1972 


27 Now Cambodia. 
28 Now Republic of South Viet-Nam. 


38 Part One. The Economic and Social Situation in the ESCAP Region 
Table I-20. GROWTH OF FOREIGN TRADE IN SELECTED ESCAP DEVELOPING © 
COUNTRIES AND TERRITORIES, 1965-1974 
(in percentages) 
Annual-compound rate Percentage change from preceding year 
1965-1969  1969-1974> 1970 1971 1972 1973 1974> 
Burma Exports —12.5 Dull —18.9 16.8 —2.4 —6.6 53.6 
Imports —9.6 —13.9 —6.1 9.0 —20.1 —27.4 —18.8 
Fiji Exports ERI 138 180 —14 9.9 3.8 
Imports 5d 23.30 16.9 2am 23.4 30.4 
Hong Kong Exports 17.5 20.6 15.5, 14.2 21.1 45.2 10.2 
Imports 11.9 20.9 18.2 16.6 15.2 44.5 125 
India Exports Balt Wey 10.5 17, 16.5 NShipe) 39.6% 
Imports —6.7 9.6° —4.0 14.0 —6.4 40.8 66.0% 
Indonesia Exports 4.8 S935 35.9 6.3 44.1 80.6 
Imports 3.0 Blea 28.3 17.2 33.0 50.3 
Khmer Republic® Exports —17.3 —47.0§ —20.4 —69.2 —41.7 
Imports —6.7 0.9 —30.8 44.4 2.6 
Laos . Exports 41.4 —9.1! 75.0 —14.3 —50.0 
Imports 25.9 —19.1! 37.3 28.1 —46.3 
Malaysia Exports 7.5 21.4 2.1 —3.0 pe) 71.9 47.4 
Imports See 249 19.9 1.6 14.1 46.6 49.1 
Pakistan Exports 6.6 Eh 6.0 WSs) Zak 41.3 gall 
Imports —0.3 6.0 11.2 —20.3 —27.3 47.1 40.9 
Philippines . Exports 2.7 222 24.2 6.2 —2.0 61.8 30.3 
Imports 8.8 17.2 —3.5 9.6 3.0 29.8 56.3 
Republic of Korea . Exports Sh 45.2 34.0 27.9 52.1 97.0 2 
Imports 40.9 25.8 8.8 20.7 53 67.3 36.2 
Republic of Viet--Nam®. Exports —30.9 17.66 0.0 0.0 62.5 
Imports 6.1 16.08 —17.7 32.4 43.1 
Singapore Exports i725 te 29.2 0.3 12.9 24.3 65.3 54.9 
Imports 13.2 29.5 20.6 15.0 19.6 49.6 46.9 
Sri Lanka Exports —5.8 5.0 6.2 —4.4 —4.3 24.0 5.9 
Imports 8.3 —4.3 —9.1) —13.9 —0.3 26.4 —18.8 
Thailand Exports 33 D235 0.3 17.0 30.1 46.5 
Imports 14.0 13.4f 4.1 —0.5 15.3 38.6 
Western Samoa Exports 0.0 0.08 —16.7 20.0 0.0 
Imports 2.7 26.0 40.0 —7.1 53.8 
Source: IMF, International Financial Statistics, February 1974 and August 1974, and national sources. 
* Exports (f.0.b.) and imports (c.1.f.). 
> Estimated. 
© 1969-1973. 
4 For January to September 1974 over corresponding period of 1973. 
© Now Cambodia. 
* 1969-1972. 
® Now Republic of South Viet-Nam. 
and 1973. This, coupled with an enlarged inflow been a substantial increase in the relative importance 


of foreign resources through private foreign direct 
investments and official aid, resulted in surpluses in 
the over-all balance of payment. As a consequence 
the international reserves of many ESCAP de- 
veloping countries?® have increased during this 
period. 


Significant changes have occurred in the com- 
position of foreign trade in this region.2° There has 


2° Sce table II-21. 
89 For details see chapter VIII on trade policies. 


of manufactures (light- and semi-manufactures) in 
the exports of ESCAP developing countries. In 
1973, the share of manufactures and semi-manu- 
factures in total exports of these countries jumped 
to almost 80 per cent from a mere 48 per cent in 
1960. The import composition has also shown 
important changes in favour of capital and inter- 
mediate goods during 1969-1973. This trend is 
especially apparent in east and southeast Asian 
countries. 
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There has been diversification in terms of both 
commodity and direction of trade in the developing 
ESCAP region compared with other regions such 
as Latin America. The trends, patterns and diver- 
sification of trade have significant policy implications 
for the ESCAP regional countries and need careful 
analysis. 


(2) Balance of payments 


The balances of payments of selected ESCAP 
countries in recent years are summarized in table 
I-21. All the developing countries except Iran, 
Malaysia and the Philippines have recorded deficits 
in their current accounts since 1970. All these three 
countries, which had shown chronic deficits until 
1972, recorded huge surpluses in 1973. Countries 
such as Burma, Iran, Pakistan, the Republic of 
Korea and Thailand, which also suffered from 
chronic deficits, have decreased the size of their 
deficits, while the situations of the Republic of 
Viet-Nam*! and Singapore have worsened. 


As regards capital accounts, with the exception 
of Burma and the Republic of Viet-Nam,*! the situa- 
tion for ESCAP developing countries has generally 
improved. This is indicated by an increase in the 
official holdings of international reserves. 


The data in the table do not reflect the reper- 
cussions of the oil crisis on the balances of payments. 
More recent evidence®? indicates that the balances 
on current account for such ESCAP developing 
countries as Pakistan, the Philippines, Singapore and 
Thailand have suffered. The huge surplus which 
the Philippines had, for example, has again been 
replaced by a deficit since January 1974. The 
situation has deteriorated once more for most of 
the ESCAP developing countries, with the exception 
of the two major oil-exporting countries, Indonesia 
and Iran.** It should also be noted that the oil 
crisis hit the region when the basic balances of 
payments in several countries were improving. All 
this adds to the stupendous task of rather painful 
adjustments facing most of the ESCAP developing 
countries. 


(3) Exchange rate policies 


The exchange rate situations up to the latest 
months of 1974 are summarized in table I-22. 
International monetary instability and insecurity have 
been alleviated somewhat with the decision of the 
so-called Committee of Twenty to realign major 
international currencies in late 1973. 


31 Now Republic of South Viet-Nam. 

32 See chapter V. 

33 According to the latest ADB estimates for its 19 member coun- 
tries (which include most of the ESCAP countries), the balances of 
payment have been seriously affected and are likely to worsen in the 
rest of the decade. 


Exchange rate systems adopted by the ESCAP 
developing countries vary widely,*+ from a flexible 
system in the Philippines to a rigidly tied exchange 
rate system in Nepal. In fact, exchange rate policies 
depend very much on particular ESCAP countries’ 
trade and financial ties with developed market 
countries, and especially on bilateral trade and 
payments arrangements, notably with centrally-plan- 
ned economies. For example, in such countries as 
Afghanistan, Iran, Laos, the Republic of Viet-Nam* 
and Sri Lanka, practices of multiple exchange rate 
systems are found, due mainly to the complexity 
in their trade structure and to restrictive policies. 
In other countries, such as India, Indonesia, Iran, 
Nepal, Pakistan, the Republic of Korea, the Republic 
of Viet-Nam*®> and Sri Lanka, various restrictive and 
promotive financial measures are adopted to make 
the official rate less significant. 


In many cases, effective exchange rates for 
particular imports and/or exports differ so much 
from the official ones that exchange rate policies 
are literally integrated with trade policies. Exchange 
rate reforms were tried in such countries as Pakistan 
and the Republic of Viet-Nam** in order to simplify 
the system and to let specific trade measures take 
care of restriction and promotion. Although the 
practical impact of these reforms is yet to be 
evaluated, they represent the initiatives on the part 
of policy-makers to improve efficiency by reducing 
complexity in exchange rate manipulation. 


As is discussed in detail elsewhere,3* the most 
important effects of exchange rate alignments in 
both 1971 and 1973 are difficult to generalize. This 
is partly because many of the ESCAP developing 
countries kept their par value expressed in terms 
of the United States dollar. Perhaps the most 
relevant problems concerning ESCAP developing 
countries are the price rise in imports from Japan 
and the increase in unpaid debt balance with Japan. 
The practical increases in competitiveness of these 
ESCAP developing countries resulting from the de- 
valuation of their currencies vis-a-vis the yen and 
other major appreciating currencies are considered 
to be minimal. The deterioration in the terms of 
trade for ESCAP developing countries is probably 
the main negative development arising from these 
alignments.*7 

34 The following countries have maintained their official exchange 
rate linked to $US (as at 31 July 1974): Indonesia, Iran, Laos, Nepal, 
Pakistan, the Republic of Viet-Nam (now Republic of South Viet- 
Nam), Sri Lanka and Thailand. 

The following countries have maintained their official exchange 


rate linked to £ sterling (as at 31 July 1974): Fiji, India and Singa- 
pore. 


The following countries have a flexible exchange rate system (as 
at 31 July 1974): Afghanistan, the Khmer Republic (now Cambodia), 
Philippines and the Republic of Korea. 

35 Now Republic of South Viet-Nam. 

36 United Nations, Economic Survey of Asia and the Far East, 1972. 

37 Refer to section 5 above for discussion of the terms of trade 
situation of the ESCAP developing countries. 
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Table II-21. BALANCE OF PAYMENTS SITUATION IN SELECTED 
ESCAP DEVELOPING COUNTRIES 


(in million $US) 


Balance of 


goods and Central 
services government Private Deposit Basic International 
Year including capital n.t.e. capital n.i.e. money banks balance liquidity 
private and transfer 
transfers 
Burnaase. ee 1968 —90.5 37.0 — 46.8 —6.7 152.5 
1969 —46.8 —5.5 2 20.6)0 ALS 129.2 
1970 —762 8.9 gts 62) S60 94.1 
1971,  38is 32.3 wee ee ee een 72.2 
1972 —64.5 29.9 a pee mee) 52.4 
1973 —65.6 80.1 A 19.0 | 335 100.3 
India Lat a les 1968 —680 939 —13 —184 62 682 
1969 —287 754 —36 —46 385 926 
1970 —444 696 —24 —32 196 1,006 
yt | 717 868 —26 —93 32 1,206 
1972 «) / 228 377 Jeg 3959 107 1,180 
Trans 4 opus Los 1968 —418 345 89 —119 —103 291 
1969 —543 396 110 —60 —97 310 
1970 —511 344 39 —179 —307 208 
1971 —122 580 98 —280 276 621 
1972 —392 515 89 283 495 960 
1973 398 379 36 —158 655 1,237 
Malaysia se ha 1968 20 15 46 —50 31 516 
1969 206 56 53 —183 132 620 
1970 36 0 53 —75 14 664 
1971 —65 137 53 —62 63 818 
1972 —206 126 137 —30 27 981 
1973 14a. * 20 131 —76 222 1,342 
Pakistan See 1968 —441 453 57 —21 48 247 
1969 —417 396 76 —19 36 332 
1970 —705 439 84 54 —128 190 
1971 —596 500 91 —39 —44 189 
1972 —289 248 25 13 —3 281 
1973 —117 224 54 16 177 479 
Philippines . . . 1968 —294 81 363 —191 —41 161 
1969  —283 73 200 —98 —108 121 
1970 —55 66 148 —120 39 251 
1971 —7 100 —33 23 83 382 
1972 —24 192 16 9 193 551 
1973 495 143 106 —158 586 1,038 
Republic of Korea . 1968 —560 145 396 58 39 391.1 
1969 —651 305 428 83 165 552.9 
1970 —706 257 414 85 50 609.7 
1971 —911 294 429 150 —38 571.0 
1972 —421 278 248 53 158 739.7 
1973 —316 300 477 —100 361 1,094.4 
Republic of Viet-Nam? 1968 —342 371 —15 —14 0 279 
1969 —538 473 _— 4 —61 227 
1970 —531 495 —1 3 —34 242 
1971 —477 479 2 12 16 269 
1972 —567 546 4 4 —13 266 


1973 —573 495 —2 1 —79 196 
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Table II-21. (continued) 


Balance of 
goods and Central 
services government Private Deposit Basic International 
Year including capital n.i.e. capital n.i.e. money banks balance liquidity 
private and transfer 
transfers 
Singapore 1968 —136 52 65 236 217 215.5 
1969 —194 12 64 214 96 244.2 
1970 —585 39 114 617 185 294.4 
1971 —732 36 132 882 318 592.1 
1972 —854 75 197 920 338 872.9 
1973 —1,059 23 236 1,178 378 1,236.6 
Sri Lanka 1968 —64.4 41.1 —3.0 —9.6 —35.9 52 
1969 —141.7 85.4 —3.4 5.2 —54.5 40 
1970 —71A4 69.5 —0.9 —75 —10.3 43 
1971 —54.0 91.4 —3.7 —35 30.2 50 
1972 —47.8 63.1 —5.8 —7.7 1.8 58 
1973 —38.2 96.9 —1.4 —8.3 49.0 87 
Thailand 1968 —207 93 92 35 13 1,021 
1969 —236 63 130 7 —36 985 
1970 —295 49 117 50 —79 906 
1971 —216 45 74 31 —66 877 
1972 —126 24 180 82 160 1,052 
1973 —145 60 70 193 178 1,296 
Source: IMF, International Financial Statistics, December 1974. 
* Now Republic of South Viet-Nam. 
Table II]-22. EXCHANGE RATE CHANGES IN SELECTED 
ESCAP DEVELOPING COUNTRIES 
(in currency units per $US, end of period) 
1970 1971 1972 1973 1974 
Sterling area 
India ee 7.576 7.279 8.080 8.203 8.130° 
Malaysia (selling rate) 3.09 2.90 2.82 2.41 2.43” 
Pakistan (selling rate) 4.803 4.793 11.031 9.931 9.931? 
Sri Lanka (selling rate) 5.970 5.970 6.710 6.760 6.705* 
Others 
Afghanistan (free rate) 81.85 87.03 80.58 64.61 55.19" 
Burma . 4.802 5.469 5.402 4.862 4.862° 
Tran Ys 76.38 76.38 76.38 67.62 67.62* 
Laos® (official free rate) . 240.0 240.0 600.0 600.0 600.0° 
Philippines DOs eal 2 6.48 6.48 6.73 6.78 6.79° 
Republic of Korea (official rate) . 316 373 399 398 399" 
Thailand (selling rate) 21.00 21.00 21.00 20.45 20.45 


Sources: 


IMF, International Financial Statistics, December 1974; United Nations, Monthly Bulletin of 
Statistics, December 1974, 


® October 1974. 


» September 1974. 


© August 1974. 


41970 and 1971 are mid-point rates. 


© August 1974. 
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The Economic and Social Situation in the ESCAP Region 


(f) Prices and monetary situation 
(1) Prices situation 


The trends in prices are presented in table 
IJ-23. Despite various limitations which the con- 
sumer prices index suffers, particularly in the 
developing countries, it is used here as the indicator 
of inflation. It is evident that the price situation 
in the ESCAP region has worsened since the begin- 
ning of the Second Development Decade, with 
particularly rapid increases during 1973 and 1974. 
Most of the countries now face an_ inflationary 
situation which has created short-run crisis condi- 
tions and is threatening long-term development 
strategies. The whole world, with the exception of 
China and several other centrally-planned economies, 
is experiencing acute inflation, but most ESCAP de- 
veloping countries appear to have had higher rates 
than the developed countries.2® Indeed, even when 
war-ravaged countries of Indo-China are excluded, 
the rate of inflation was higher in ESCAP countries 
than in developed OECD countries.®® 


38 OECD, Economic Outlook, 1973. 


3® Biennial Review, Economic Survey of Asia and the Far East, 
1972, part I. 


Wide differences may be noted for various 
countries within the ESCAP region. Inflation has 
been less acute in Japan, Australia and New Zealand 
than the developing countries, although higher than 
their own rates in the 1960s and quite rampant in 
Japan. Among the developing countries, the Khmer 
Republic,*° the Republic of Viet-Nam*! and Laos 
have recorded phenomenal yearly increases. The 
metropolitan country, Singapore, which had ex- 
perienced nominal price inflation of 1 to 2 per cent 
until 1972, registered an increase of 23 per cent in 
1973 and 41 per cent in the year ending March 1974. 
Hong Kong had experienced an average increase of 
about 4 per cent during 1969-1972, but recorded an 
increase of 18 per cent in 1973 and 14 per cent in 
the year ending March 1974. 


The remarkable price stability achieved by 
Indonesia by 1971 and 1972 was reversed in 1973 
when prices climbed by 31 per cent; the increase 
was 47.2 per cent during the year ending February 
1974. India and Pakistan recorded 17 and 23 per 
cent increases respectively in 1973; and a rate of 
3 per cent per month seems to have occurred in 
the first half of 1974: unprecedented in the two 
countries’ history. In Iran, Malaysia, Sri Lanka 


4° Now Cambodia. 
41 Now Republic of South Viet-Nam. 


Table II-23. CHANGES IN CONSUMER PRICE INDICES IN 
ESCAP COUNTRIES AND TERRITORIES 


(in percentages) 


1969 1970 


Compound rates of 
h 


1971 1972 1973 19748 Lis 


1960-1970 


Australia. 

japan ee 

New Zeal: and . 

Hong Kong 

Singapore : 

Bangladesh (Dacca) . 

India. 

Indonesia (jakarta) . 

Iran ; 

Malaysia: West A Tite 

Pakistan (Karachi) . 
Philippines (Manila) 

Republic of Korea (Seoul) . 

Sri Lanka (Colombo) ; 
Thailand (Bangkok Metropolis) 
Afghanistan (Kabul) 

Laos (Vientiane) ; 

Nepal (Kathmandu) : 
Khmer Republic? (Phom Penh) 
Republic of Viet-Nam® (Ssinen) 
Fiji 
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United Nations, Monthly Bulletin of Statistics, vol. XXVIII, No. 11, November 1974, pp. 176-185, and national 


* The figures related to the year ending the latest month for which data are available. 


> 1965-1970. 

© 1966-1970. 

* Now Cambodia. 

° Now Republic of South Viet-Nam. 
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and Thailand, the increase was about 10 to 11 per 
cent in 1973, but sharper increases have been 
observed during the beginning of 1974. In the 
Republic of Korea, a trend towards price stability, 
producing a moderate rise of 3 per cent in 1973, 
was disturbed by the sharp increase since the middle 
of 1973. 


The situation was more acute in the land-locked 
countries of Nepal and Laos, while, in Afghanistan, 
price trends have shown remarkable moderation in 
the face of the international situation. The situation 
obtaining in Fiji was roughly similar to that noted 
for Nepal. 


The major elements aggravating inflation have 
been the marked increase in the prices of farm 
products, particularly food and raw materials. In- 
variably the farm product price index has increased 
faster than the general index. The sharp rises in 
raw material prices have been critical in India, 
Pakistan, the Philippines and the Republic of Korea. 
These rises resulted from the widespread drought 
conditions in 1970 and 1971, a slow-down in indus- 
trial activity in India and, more recently, shortages 
generated by the energy crisis. Thus, both domestic 
and international factors have been responsible for 
the increase in prices and it is not easy to isolate 
their relative impacts on the region. Malaysia, the 
Republic of Korea, Sri Lanka and Thailand seem 
to have achieved lower inflation rates than India, 
Indonesia, Pakistan and the Philippines. This may 
be due to demand management policies, particularly 
the strict control on food prices in Sri Lanka, 
Malaysia and Iran, restricting the impact of inter- 
national inflation. The actual impact of the in- 
flationary pressures may also have been concealed 
to a certain degree by the deterioration in the balance 
of payments. 


Price policies in the ESCAP countries have 
been directed to subsidizing inputs and essential 
commodities and supporting the output prices of 
selected commodities. These policies have been 
intended to stabilize the situation as well as to 
create conditions (including mobilization of re- 
sources) for improving the over-all supply situation 
in the long run. In some countries, such policies 
have been supplemented by statutory controls affect- 
ing essential commodities and income adjustments, 
a series of anti-inflationary fiscal and monetary 
measures, nationalization of trade, buffer stock 
operations, etc. 


Subsidizing agricultural inputs as a production 
incentive has been a common feature in many of 
the countries. Subsidies have included below-cost 
pricing of fertilizers, irrigation water, power, and 
transportation costs. They form a major part of 


the total government budget in Indonesia, Pakistan 
and Sri Lanka. In order to reduce pressures on 
the budget, there has recently been a move to 
reduce subsidies on fertilizers in Indonesia and 
Pakistan in view of the sharp increases in the world 
prices, but subsidizing other inputs continues. 


Subsidies are also allowed on the distribution 
of essential goods through the low-priced public 
distribution of food in India, Indonesia, Iran, 
Pakistan, the Republic of Korea and Sri Lanka. 
Such subsidies have increased considerably due to 
a sharp rise in international food prices and the 
inability of several developing countries to raise 
their distribution prices proportionately. 


Price support policies have been used. in agri- 
culture as an important means to raise output in 
several countries. Substantial buffer stock opera- 
tions have played an important complementary role 
in India. Indeed, the whole system of public dis- 
tribution of essential items depends critically on 
the size of buffer stocks. Price support has also 
been used, with different degrees of efficacy and 
creditability, in Indonesia, Pakistan, the Philippines 
and the Republic of Korea.These countries have 
recently raised support prices substantially (by 30 
to 50 per cent) in order to promote agricultural 
output as a long-term anti-inflationary measure. 


Subsidies, particularly those for the consumers, 
have been justified on equity grounds. To the extent 
that such subsidies do in fact benefit the poorer 
section of the society, they form a central part of 
development strategies oriented to social justice. 
Often, however, they have been used for other than 
equity purposes and have favoured the relatively 
better-off sections of the society in some countries. 
There is no equity justification for subsidizing the 
inputs in many countries because, under existing 
institutional arrangements, input subsidies benefit the 
relatively well-off farm population and hence lead 
to adverse distributive effects, while their abandon- 
ment may not affect agricultural output seriously. 
All these subsidies not only involve substantial drains 
on budgetary resources, but also tend to create 
conditions for expanded inflationary financing. 
Their reduction may be desirable therefore, both 
on financial grounds and from the point of view 
of more effective resource allocation. A reduction . 
in subsidies would raise prices of the subsidized 
inputs in the short run, but might produce budgetary 
surpluses or reduced deficits and hence reduced 
inflationary pressures or the possibility of increased 
developmental expenditure. The role of credit 
institutions and banks in siphoning off the adverse 
effects of the reduction in: subsidies may be crucial 
in several cases. 
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(2) Monetary situation 


The monetary situation in these countries is 
quite complex and cannot be easily ascertained, nor 
can its contribution towards inflation be identified 
unambiguously. Money supply is not a correct in- 
dicator of the impact of the policies in the monetary 
field for various reasons: the large extent of non- 
monetization, the instability of the velocity of 
circulation*? and the existence of a large unorganized 
money market. Lack of adequate institutional ar- 
rangements also seriously constrains the scope of the 
monetary policies. Moreover, changes in money 
supply not only result from the monetary policies 
proper, ie. discount rate changes, open market 
operations, reserve requirements, etc., but are also 
closely linked with fiscal and balance of payment 
policies.*% 


However, the increasing inflation rates during 
this decade seem to have been accompanied by 
rapid increases in the monetary supply, as shown 
by table II-24. Compared with the rates of increase 
between 1960 and 1968, the increases during 1970- 
1973 have been generally greater. Most increases 
have accelerated since 1970, despite tight money 
policies followed by most countries to fight galloping 
inflation. The rates of increase were higher in 
1971 than in 1970 in all countries except the Re- 
public of Korea, and higher in 1972 than in 1971 
in all countries except India and the Philippines. 
In 1973, however, only India, Malaysia (West), the 
Philippines and the Republic of Korea experienced 
higher rates than in 1972.— 


For various countries, however, the growth in 
money supply has been uneven. During 1960-1968, 


Table I-24. CHANGE IN MONEY SUPPLY (INCLUDING QUASI-MONEY) 
IN ESCAP DEVELOPING COUNTRIES 


(in percentages) 


Annual 
compound 
End of period rate of 
growth 
1960-1968 
India . 9.3 
Indonesia . 166.1 
Tran Seine 18.8 
Malaysia (West) . 8.9 
Pakistan PZ 
Philippines 14.6 
Republic of Korea 40.0 
Sri Lanka 7.0 
Thailand . 12.8 
Source: 


the increase was substantial in Indonesia (166.1 
per cent) and the Republic of Korea (40.0 per cent), 
but it was relatively low (less than 10 per cent) in 
India, Malaysia and Sri Lanka and 11.2 per cent 
in Pakistan. In Iran, the rate was 18.8 per cent 
and it was around 14 per cent in the Philippines 
and 13 per cent in Thailand. The annual rate of 
increase declined sharply in Indonesia from over 
100 per cent during 1960-1969 to 39.7 per cent in 
1970, 42.6 per cent in 1971, 52.0 per cent in 1972 
and 41.9 per cent in 1973. Similarly, in the Republic 
of Korea, the rate declined from 40 per cent in 
1960-1968 to 20.5 per cent in 1971, although it 


42 Biennial Review, Economic Survey of Asia and the Far East, 
1972, Part I. 

43 Indeed, in a situation of fixed exchange rates (until recently) 
and with central banks providing finance for the Governments, the 
change in the money supply may be the automatic reflection of the 
balance of payment and budget deficits. See Biennial Review, op. cit. 


1969 


13.6 
82.7 
17.7 
14.1 

9.6 
12.1 
62.6 

5.2 
11.5 


1970 1971 1972 1973 


12.1 17.0 15.4 19.6 
39.7 42.6 52.0 41.9 
18.0 24.0 35.3 30.3 
10.9 13.1 23.5 312 
ley 13.8 17.5 13.4 
13.2 15.6 13.0 Zi 
32.8 20.5 34.1 36.0 

o2 10.4 15.9 4.5 
14.6 16.6 23.8 22.4 


IMP, International Financial Statistics, December 1974. 


rose again to 34.1 per cent in 1972 and 36.0 per 
cent in 1973. The sharp decline in the rate of 
increase in money supply was accompanied by 
general improvement in the GNP growth rate in 
Indonesia, in contrast to the devastating impact of 
climbing rates of increase in money supply during 
1960-1969. In the Republic of Korea, where high 
money supply accompanied high rates of GNP 
growth during 1960-1969, further improvement has 
occurred in the growth rate, while the rate of in- 
crease in the money supply has declined sharply. 
In India and Pakistan, the increase in money supply 
since 1970 has aggravated the inflationary situation. 
In general, changes in the money supply have 
affected inflation rates in the ESCAP developing 
countries. However, that evidence which is avail- 
able does not indicate a clear correspondence 
between money supply and growth performance. 
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Currency holdings constitute a very high pro- 
portion (over 50 per cent) of the total money 
supply, although the relative share has tended to 
decline during 1970-1973. The growing role of 
quasi-money in the total monetary resources is also 
‘apparent. Both the declining importance of cur- 
rency and the improving share of quasi-money are 
healthy signs (other things remaining the same) 
which reflect strengthening of the monetary institu- 
tional framework. However, the importance of 
currency in the total money supply is still large and 
therefore reduces the effectiveness of monetary policy 
instruments. 


Most countries have experienced rising current 
expenditure at an increasing rate and, hence, govern- 
ment borrowing from the banking sector has 
been of great significance. It is less clear to what 
extent such borrowing has ultimately affected private 
spending, particularly in view of various controls, 
including the policies of loan ceilings and other 
forms of credit rationing. 


Indeed, the factors affecting money supply differ 
from country to country, as shown in table I-25. 
The increase in the banks’ net claims on the Govern- 
ment has been very important in India, reflecting 


Table I-25. CHANGE IN MONEY SUPPLY AND ITS COUNTERPARTS 
IN SELECTED ESCAP COUNTRIES 


(as percentage of GNP at current market prices) 


Counterparts to changes in money supply 


Change in eros, oe 
oe Reem tee RE Be feriee,, Sek 
sector sector 
India . 1960 1.4 0.2 1.6 —0.2 —0.2 
1970 22 0.8 2.1 0.6 0.2 
1971 2.3 —_ 15 — —_ 
1972 2 — 0.5 0.1 — 
Iran* . 1960 1.7 2.2 2.6 —1.6 —0.3 
1970 2.0 4.4 4.0 —0.8 2.4 
1971 eal 2.0 Sil 3.0 1.0 
1972 5.0 0.9 biv2 2.4 —1.1 
1973 10.3 —0.2 8.7 0.4 1.4 
Malaysia . 1960 2.6 —4.8 1Iey/ 5.7 — 
1970 1.3 vee 3.4 0.7 0.7 
1971 0.7 1.0 Dei, ie! 0.3 
1972 4.5 DD 3.4 3.1 2.6 
1973 6.2 0.8 9.6 2.6 1.3 
Pakistan 1960 es 1.0 1.3 0.2 —1.2 
1970 2.9 2.4 3.3 0.3 — 
1971 4.9 By) 1.2 —0.3 0.2: 
1972 6.4 2h 5.6 B22 2p 
1973 3.4 0.6 3.0 2.9 0.5 
Philippines 1960 0.4 —1.8 1.6 ah —0.1 
1970 0.9 —0.4 3.2 0.6 0.7 
1971 113) — 3.2 —0.2 —0.5 
1972 2.4 —0.1 3.9 2.5 —35 
1973 as) —0.9 5.0 6.5 4.9 
Republic of Korea 1960 1.4 —1.1 1.6 1.2 —1.0 
1970 3.4 0.1 8.5 1.0 0.5 
1971 1.6 —0.3 8.3 —0.1 — 
1972 4.2 25 6.7 On] 0.8 
1973 4.2 0.5 8.4 3.3 7s) 
Sri Lanka 1960 0.4 3.9 0.5 —2.8 0.2 
1970 0.6 2.9 0.1 — 0.9 
1971 1.4 0.7 1.6 1.6 1.4 
1972 2.4 1.0 2.3 —_ 0.6 
1973 1.8 —0.4 0.5 1.8 0.8 
Thailand . 1960 1.9 —4.7 1.6 1.7 —4.0 
1970 s 32 3.5 —3.0 —0.1 
1971 V3 a7, 2.0 0.1 ta 
1972 ee 3.5 2.4 2.5 | We 
1973 2.7 0.1 7.9 0.8 my 
Sources: IMF, International Financial Statistics, Key Indicators of Developing Member Countries of 


ADB, vol. V, No. 2, and national sources. 


* As percentage of GDP. 
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the rapidly growing budgetary deficits. There also 
seems to be a close association between the govern- 
ment deficit and the net bank credit to the com- 
mercial sector.44 The effect of credit squeeze is 
also reflected in that country in the decline in the 
net claims on the private sector in the last two 
years, although its share in credit expansion was 
substantial during the peak (post-harvest) seasons. 
The changes in foreign assets have not been very 
important in the case of India and have indeed 
shown a declining trend. In Sri Lanka, the effect 
of government transactions on money supply was 
very marked in 1970, but declined substantially in 
1971, 1972 and 1973. This decline was offset by 
a rapid increase in the credit to the private sector 
until 1973. Their expansionary effects have often 
been cushioned by the changes in foreign assets, 
particularly those of the central bank. In the 
Republic of Korea, however, changes in foreign 
assets have been a very important factor, along 
with bank credit to the private sector, in raising 
the money supply. All factors have been respon- 
sible for the rapid monetary expansion in Pakistan 
and Thailand. In Pakistan, changes in foreign assets 
and bank credit to the private sector accounted for 
75 per cent of the money expansion in 1972. In 
Indonesia, credit to the private sector played a 
dominant role, particularly during 1972 and the first 
half of 1973.45 In Iran, net changes in the claim 
on the private sector has become the major element 
in the increase in money supply since 1970, re- 
placing both the claim on the government sector 
and changes in foreign assets. In Malaysia, changes 
in the claim on the private sector and in foreign 
assets were the major determinants of the changes 
in the money supply. Changes in “other items” 
always had an expansionary influence in Indonesia, 
India, the Republic of Korea and Pakistan, but 
have aggravated the expansionary impact in Sri 
Lanka. 


Major developments in the field of monetary 
policy, particularly measures taken to deal with the 
challenge of the recent price rises have been: (i) 
a more active use of interest rate policies; (ii) a 
substantial raising of the bank rate in most countries 
since 1970, and (iii) tighter control on credit creation 
by the banks. In India and Pakistan, several policy 
alternatives have been tried in the field of selective 
credit control. Inadequacy of capital and financial 
markets in many countries has frequently restricted 
the role of open market operations in monetary 
management. 


The effectiveness of interest rate policies in 
mobilizing private saving and as a stabilization 
device has not been demonstrated unambiguously. 


44 Government of India, Ministry of Finance, Economic Survey 
1973/74. 


45 National sources. 


There appears to be a general scepticism about the 
interest rate policy as a long-term deyelopment- 
oriented step because of its low influence on saving. 
However, it seems that the important role of interest 
rates in changing the composition of saving may 
have been demonstrated by the experience of the 
Republic of Korea. In this case, interest rates were 
raised substantially on various forms of bank de- 
posits in 1965 and total deposits grew very sub- 
stantially. The effect was remarkable in the case 
of time deposits and “instalment” savings which 
increased twelvefold and eightfold after the interest 
rate was raised from 15 to 30 per cent and from 
10 to 30 per cent respectively. These two together 
accounted for about 70 per cent of the total financial 
savings in 1967. Indeed, the policy was responsible 
for transferring a large amount of money to the 
banking system. The rates were later adjusted 
downwards and were 12.6 and 12 per cent respective- 
ly in the last quarter of 1973. The flexible interest 
rate policy in the Republic of Korea also seems 
to have proved a powerful anti-inflationary measure. 


Another notable feature of the Republic of 
Korea’s experience is that it seems to suggest that 
substantial increases in interest rates are necessary 
for the policy to achieve expected results. For 
example, the results of another round of interest 
rate increases in January 1974 involving small rises 
(from 12.6 to 15 per cent for time deposits and 
from 12 to 13.2 per cent for instalment deposits) 
were not as outstanding as those in 1965. This 
effect is corroborated by the experience of Sri Lanka, 
which indicates no relation between the annual 
increases in the time deposits and the increase in 
interest rates on them.*® Indeed, similar results 
obtain in some other countries, such as India, 
Malaysia, Pakistan and the Philippines. 


Indonesia provides yet another example of the 
short-term effectiveness of interest rate changes on 
certain elements of saving. The rates on time de- 
posits were substantially increased in October 1969, 
bringing them up to 18 per cent on 3-month deposits 
and as high as 72 per cent on deposits of 12 months 
or more. These measures were supplemented by 
various tax exemptions for the depositors. The rates 
were adjusted downwards with the slowing of 
inflation, and the rates effective since 9 April 1974 
are 18 per cent on 12-month deposits and lower 
for shorter maturity periods. It is difficult to isolate 
the anti-inflationary impact of interest rates adjust- 
ment, but the inflation rate in Indonesia fell con- 
siderably, from around 150 per cent per annum 
during 1960-1968 to about 5 per cent in 1971 and — 
O72: 


46 Tn Sri Lanka, interest rates increased from 2.5 per cent in 1959 
to 3.5 per cent in 1965 and further to 4.25 per cent in 1969 and 5 
per cent in 1973, (Central Bank of Ceylon, Annual Report 1973). 
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Although bank rates in almost all countries have 
been significantly increased to mop up excess money 
supply, changes in reserve requirements were also 
used widely to check credit creation by commercial 
banks. Indeed, control on liquidity was exercised 
effectively in India by adjusting reserve requirements. 
Liquidity requirements from the commercial banks 
were frequently adjusted upward from February 
1970. The statutory and net liquidity ratios, which 
remained at 25 and 28 during 1960-1969, were 
raised to 26 and 31 in February 1970, to 28 and 
34 in January 1971 and to 30 and 37 in March 
1973; they stood at 32 and 40 respectively in 
December 1973. The minimum cash deposit ratio, 
which was 3 per cent until May 1973, was raised 
to 7 per cent in December of that year. 


There have been some efforts to improve the 
institutional framework of both the money and the 
capital markets, which in several countries still 
remains the crucial constraint on the efficiency of 
monetary policy. Nationalization of commercial 
banks in India and Pakistan, creation of investment 
banking in the Philippines, and substantive adminis- 
trative reorganizations in other countries have been 
notable steps in this direction. In addition, there 
has been a desirable shift in the direction of credit 
away from short-term, rapidly-maturing high-return 
loans. A visible effort has been made to direct 
credit to small farmers, small-scale industries and 
other self-employed people. Moreover, the import- 
ance of decentralization for administrative efficiency 
seems to have been recognized in some countries. 


(g) Development planning administration 


The Second Development Decade Strategy 
emphasized the role of plan implementation and 
urged the developing countries “to establish or 
strengthen their planning mechanisms” and “pay 
special attention to the orientation and organization 
of their public administration at all levels for both 
the effective formulation and implementation of their 
development plans’’. 


The mixed growth performance of the ESCAP 
developing countries noted earlier in this chapter 
could be traced significantly to the inadequacies of 
the planning machinery and administration. More- 
over, in many of the countries, the existing planning 
institutions have proved to be impediments to socio- 
economic justice. There are several reasons for 
this: (7) lack of structural and functional specificity, 
(ii) inefficient staffing which leads to (iii) inefficient 
performance capabilities, (iv) ineffective over-cen- 
tralization or inefficacious decentralization, (v) over- 
bureaucratization (red tape), (vi) structural forma- 
lism, (vii) lack of modernization, and (viii) the 
impact of exogenous factors. 


Although institutional problems seem to be 
similar in all ESCAP countries, their gravity and 
the extent to which they are affected by the above 
reasons vary from country to country. The absence 
of relevant solid data makes it very difficult to 
appraise accurately the intensity of the problems or 
to analyse scientifically the impacts of external 
factors aggravating the problems. However, there 
are enough characteristic symptoms to enable some 
impressionistic conclusions. 


Despite significant institutional reforms and 
modernization during the First Development Decade, 
the present situation in most countries of the ESCAP 
region still remains far from satisfactory. Lack of 
satisfactory improvement is generally seen in either 
plan formulation, plan implementation, or even in 
the development of adequate resources for both. 
Even in the early 1970s, the situation in some 
countries was far from satisfactory, while, in some 
others, important administrative reforms have been 
recently initiated. These developments for some 
countries are described below. 


Iran is implementing the Administrative Reform 
Bill and its land reform measures have been 
successfully completed. Because of the phenomenal 
growth in Iran’s wealth, it is perhaps the country 
in the region that most requires major institutional 
reform to equitably distribute such wealth to the 
widest possible strata of the population. Indeed, 
several substantive measures have been taken in the 
country’s latest plan to spread out the benefits to 
the lower-income people and the less developed 
regions. Afghanistan, on the other hand, provides 
a case of weak institutional framework for planning. 
During the 1950s and early 1960s, Afghanistan de- 
veloped effective planning units in all departments 
of the Government, but it still has a great deal to 
accomplish in terms of cultivating structural-func- 
tional efficiency of its infrastructures and building 
an effective planning framework. 


The situations in Pakistan and India seem to 
be improving a great deal. The initiation of annual 
and five-year plans, the establishment of State 
Planning Boards, the creation of planning cells in 
the central and state ministries and the development 
of review and evaluation boards are some of the 
notable accomplishments. These improvements 
have increased the capacity of the government 
machinery to effectively scrutinize and conduct 
detailed projects and schemes and to keep in touch 
with the over-all progress of plan implementation 
processes. Despite these accomplishments, many 
problems still seriously influence the efficiency of 
the planning machinery, and both countries are still 
in need of some substantive changes with regard 
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to the proficiency and performance of their public 
institutions. 


The need for institutional reform in Sri Lanka 
is reflected in that country’s five-year plan for 
1971-1976 which emphasizes the development of 
effective implementation programmes. Serious at- 
tempts have been made to balance the administrative 
and organizational capacity available with the 
demands and formulated plans. One of the major 
achievements has been the establishment of sector 
committees in the Ministry of Planning whose func- 
tions are: ‘‘to review plan performance, to formulate 
corrective measures where necessary, to adapt polli- 
cies to changes in the economic framework and to 
prepare long-term progress for development”. In 
this respect, Sri Lanka is the only country where 
a concrete effort is currently being made to incor- 
porate the organizational capacity into general 
national plans. The notable development in the 
country has been the change from conventional to 
programme and performance budgeting in all 
government departments. The main institutional 
problem in, Sri Lanka continues to be the co-ordina- 
tion of activities of a large number of public 
corporations which, at present, cover many aspects 
of economic and social activities in the country. 
The establishment of these corporations has placed 
enormous strains on the existing institutional frame- 
work which has not been notably efficient. 


Thailand is faced with more or less the same 
problems. Two of the salient characteristics of the 
Thai institutional framework are centralization and 
lack of co-ordination among various ministerial 
departments and peripheral agencies. Over-staffing, 
particularly in central offices, has unnecessarily ex- 
panded the departmental functions to the extent that 
efficiency is sacrificed. Although Thailand is not 
faced with acute personnel shortages, the concentra- 
tion of professionals and skilled manpower in 
Bangkok imposes considerable constraints on the 
performance and productivity of provincial and 
peripheral institutions. In central institutions, the 
relegation of responsibilities is very limited, with 
authority and accountability remaining heavily local- 
ized in a few offices. In recent years, Thailand has 
instituted a number of structural changes, but a 
great deal more remains to be done. 


In Malaysia, notable steps to improve institu- 
tional capabilities have been taken since the begin- 
ning of the Second Development Decade. In recent 
reform programmes, attention has been focused 
primarily on plan implementation. Institutional 
development in Malaysia includes the establishment 
of a commission on government reorganization to 
prepare recommendations leading to the develop- 
ment of efficient relevant policies. An economic 


planning unit has also been instituted and functions 
as the staff unit of the powerful National Economic 
Council. The plan implementation machinery of 
the Development Administration Unit is another 
significant accomplishment. In addition, Malaysia 
has adopted the “operation rooms technique” under 
which an operation control room has been estab- 
lished at each headquarters at national, provincial 
and district level. The major institutional problems 
for Malaysia are personnel shortages, over-decentral- 
ization and lack of co-ordination among various 
existing institutions. Positive steps have been taken 
in the last three years to solve these problems. 
For example, to cure the personnel shortage pro- 
blem, several recruiting teams visited India, Sri 
Lanka, the Philippines, Pakistan, Egypt and Indo- 
nesia during 1971-1973. 


The Philippines’ Four-Year Plan for 1972-1976 
explicitly formulates the nature of urgent reforms 
in the institutional framework in that country. 
Major efforts have been made to remove overlap- 
ping, clarify the links among various operating 
agencies and streamline the entire organizational 
matrix of the existing institutions. The plan pro- 
poses the formation of existing agencies into a 
two-level structure. The top level represents ad- 
visers, composed of two executives and legislators, 
who reach consensus on broad economic issues at 
the political level. The functions of plan formula- 
tion and implementation are to be vested in a body 
composed of cabinet-rank officials dealing with 
sectoral-level planning and implementation. The 
Cabinet is given extensive scope. This all-powerful 
body, in accordance with the guidelines from the 
top body, will formulate development plans, allocate 
resources, assume the functions of co-ordinating 
sectoral and regional objectives, priorities and pro- 
grammes, evaluate plan implementation and adjust 
objectives to new circumstances. Within this frame- 
work, the plan also includes the establishment of 
planning units attached to executive departments 
and the setting up of regional planning and develop- 
ment bodies for formulating regional plans and 
executing regional industrial development. 


Finally, the Republic of Korea provides a good 
example of an institutional framework where the 
emphasis is placed on achieving successful imple- 
mentation. The institutional structure is established 
on the basis of the correct diagnosis that plan 
implementation is seriously conditioned by the 
availability of clear guidelines relating to the over-all 
and disaggregated objectives and their execution, by 
the efficient evaluation of performance to judge the 
state of implementation and to indicate the direction 
of necessary actions, and by the availability of 
various statistics and detailed information. Accord- 
ingly, the Economic Planning Board prepares the 
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annual over-ail resource budget which serves as an 
annual guide for the execution of the plan. A 
continuous scrutiny of investment projects is carried 
out, for example, through the screaning system 
recently established at the national, state and 
departmental levels. Facilities have been established 
for research and collection of accurate statistics as 
an acknowledged prerequisite for better formulation 
and implementation of the plan. 


(A) Social situations 


It is quite difficult to estimate actual progress 
towards social goals, for a variety of reasons. 
There is no obvious relationship between the quan- 
titative indicators available, e.g. number of class- 
rooms, teachers and doctors, and the quality of their 
“output”. An examination of the national plans 
for countries in the region shows that the numbers 
of new classrooms and teachers trained are regarded 
as important indicators of progress. Yet, educators 
in the region question the very assumptions under- 
lying much of education.** Similar statements can 
be made about health, housing and other social 
programmes. Furthermore, as programmes change 
and become more effective, their qualitative results 
increase; 100 classrooms built in 1974 might con- 
tribute as much toward the achievement of goals as 
200 built in 1964. 


Another difficulty in measuring social progress 
is simply the paucity of recent statistics. Statistics 
on economic variables are more readily available 
than those on social variables, in large part because 
institutions exist for collecting and disseminating the 
former. Moreover, the social statistics which are 
available are of questionable value. 


As intent and capacity are important predictors 
of success, at least in terms of investment and 
maintenance goals, an examination of current na- 
tional development plans isa good way to begin 
an evaluation of progress. Table II-26 presents 
several quantitative features of the social components 
of current and previous development plans for 
several countries in the ESCAP region. Sectoral 
planned outlays are included as a percentage of 
total planned expenditures, as well as the total 
planned outlays on social services. Also charted 
are total planned outlays themselves and, where 
available, the percentage of achieved social expendi- 
tures to the total planned expenditures. These 
figures must be interpreted cautiously. Also the 
conventional social expenditure approach used in 
measuring social welfare and progress fails to 
measure the social insurance provided by the 


47 See, for example, ESCAP, Economic Survey of Asia and the Far 
East, 1973, part I, chapter III. 


traditional Asian family and community life; this 
raises complex issued in both concept and mea- 
surement. 


In nearly every case, the gross amount of 
planned expenditure is greater in the second plan- 
ning period than in the first. The evidence is 
mixed, however. In India, for example, the gross 
amount more than doubled, while percentage shares 
decreased.*® This change in absolute terms would 
have been more than offset by inflation if it could 
be assumed that wholesale price movements also 
reflect changes in the cost of social services. This 
is probably not the case, however, in general; rises 
in the cost of services tend to lag behind rises in 
primary and secondary sector costs, if only because 
public sector salaries rise relatively slowly.: More- 
over, approximately one-third of the amount allo- 
cated for social services in the 1969-1974 period 
was for current expenses which probably lag behind 
investment costs. Finally, the costs of rural pro- 
grammes, which naturally form a major part of the 
Indian plans, will be tied partly to rural subsistence 
costs, which certainly lag behind over-all price 
increases. Thus, if planned expenditures are achiev- 
ed, Indian real expenditures on social services will 
probably be greater in the 1969-1974 period than 
in the previous planning half-decade. Similar argu- 
ments can be made for other countries in the region, 
and it seems reasonable to conclude that there has 
been at least a small increase in intent in the region. 


There are as yet almost no hard data on actual 
achievement of planned expenditures. If immediate 
past experience (increases ranging from 60 to 279 
per cent of planned expenditures) is a guide, very 
different levels of achievement can be expected. 
The Republic of Korea spent nearly three times 
as much for social services in 1967-1971 as had 
been planned for. Certainly some of the excess 
can be attributed to inflation, but the Republic of 
Korea’s very rapid growth during this period was 
no doubt an important contributory factor. Pakis- 
tan, on the other hand, achieved only 50.6 per cent 
of its planned social sector expenditures between 
1965 and 1970. The shortfall was attributed to both 
a reduction in aid and a rise in defence expenditure.*® 


The small amount of evidence available from 
recent experience suggests that social expenditures 
are quite sensitive, both positively and negatively, 
to unanticipated events, rapid growth, war, etc. This 
is certainly not surprising: at least until recently 
social expenditures were seen as “luxuries” to be 


48 Recent developments have forced the scrapping of this plan, but 
it seems unlikely that its replacement will give more emphasis to 
social factors. 


49 Government of Pakistan, The Fourth Five-Year Plan: 1970-1975, 
pp. 9-10. 
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financed as residuals after “necessities”, i.e. defence, 
economic infrastructure, etc., have been provided 
for. This is not often made explicit; in fact, social 
expenditures are invariably given a high verbal 
priority, often not reflected in actual expenditures. 
Planners must deal with resource realities, of course. 
For example, regardless of the strength of intent, 
recent oil price rises have raised foreign exchange 
requirements a great deal, forcing Governments to 
give high priority to short-term foreign exchange- 
earning projects. Where resources are in short 
supply, it is clear that longer-term “investments” 
in education, housing and health will suffer. 


Plans, of course, are indicative only of intent, 
and the past is an uncertain guide for the future. 
The best means of assessing performance is to 
examine performance directly. Although it is diffi- 
cult to do so for social fields, as has been mentioned, 
an effort is made here. 


(1) Health 


Health planning has probably improved in the 
ESCAP region, but actual health care has not. It 
is likely, in fact, that health care has deteriorated 
and will continue to do so as demand increases 
and resources decrease.5° Although there has been 
a general improvement in the average expectation 
of life at birth, many problems remain.5! For 
example, 500,000 people in the world still die of 
malaria each year; a reduction in this figure is 
dependent upon economic improvement in affected 
communities. Nutritional improvement to exploit 
knowledge about malnutrition is similarly dependent. 
It seems likely that the number of people exposed 
to the hazards of impure water will rise from 1,000 
million now to 1,500 million by 1980.52 Five coun- 
tries, including one in Asia, were newly affected by 
cholera in 1973, when a total of 94,463 cases were 
reported in 12 ESCAP countries, compared with 
60,470 in 1972. While deaths were relatively few 
(8,491 in 1972, 8,066 in 19735) due to improved 
medical facilities, it is likely that the incidence of 


5° “In a study of the problem, the WHO Exccutive Board pointed 
out that in many countries health services are not keeping pace, either 
in quantity or in quality, with the changing populations, and may 
even. be getting worse”: “WHO in 1973: A year’s work”, World 
Health, May 1974, p. 3. 


51 Elizabeth Rushwood, “Hazards around us”, World Health, May 
1974, p. 10. 


52%n 1962, Sri Lanka had an expectation of life at birth of 61.9 
years for males, 61.4 for females. The figures are near the top for 
the developing countries in the region and the near equality of the 
figures for males and females is suggestive of well-distributed care. 
In the same year, Pakistan, for example, reported 53.72 years for males 
and 48.8 years for females (United Nations, Demographic Yearbook 
1972). 


58 That is 14 and 9 per cent respectively, compared with 30 to 60 
per cent of reported cases in the 1950s. 


cholera will continue to rise as population densities 
increase, environmental conditions deteriorate, pres- 
sure on health facilities grows, and increasing 
malnutrition reduces resistance to disease. 


The probability is high that nutrition levels 
will decrease in the region during the rest of the 
1970s. A combination of poor weather and higher 
prices makes it unlikely that agricultural production 
will grow rapidly enough to maintain present nutri- 
tion levels, which are poor. Several countries in 
the region are anticipating agricultural problems by 
encouraging increased production of so-called in- 
ferior grains, e.g. maize and sorghum. While this 
is necessary, it is also dangerous because these grains 
have relatively low protein-content. If they are not 
properly supplemented, for instance, with legumes, 
already high levels of protein deficiency will increase. 


Health planning has improved as more and 
more countries accept that past training standards 
have been too high, and that low-level health care 
does not require highly-trained doctors and nurses. 
Insistence on high training standards has meant that, 
in the past, care was denied to many who would 
have benefited from contact with middle-level and 
low-level health personnel. Co-ordinated national 
health planning is relatively new in the ESCAP 
region,°* and more and more countries have come 
to accept the interrelationship between health and 
other development sectors, such as family planning, 
economic innovation and educational efficiency. 
China®> and Sri Lanka took the lead here, and 
more recently Pakistan, Thailand and India have 
moved in this direction. These changes in approach 
are encouraging. Even so, as populations continue 
to grow rapidly and nutrition deteriorates, it is likely 
that growth in the potential demand on health 
services will exceed growth in capacity. 


Health policies comprise perhaps the most 
encouraging area of change in the region. General- 
ly, there is recognition of the need to scale down 
ambitions in order to satisfy at least some priority 
needs. China,®* Pakistan, Indonesia, the Philippines, 
Sri Lanka, Thailand and some others are concen- 
trating on the provision of low-level services at the 
local level with paramedical personnel. There is a 
growing acceptance of the need to integrate family 
planning with health and other programmes. 


54 WHO, Regional Office for the Western Pacific, Manila, Report on 
the First Regional Conference on National Health Planning, Novem- 
ber 1972, p. 9. 


55 Huang Chia-szu, speech to WHO 27th Assembly, Geneva, May 
1974, reported in Peking Review, 24 May 1974. 


56 See various issues of Peking Review, especially “Growth of bare- 
foot doctors in the countryside”, 14 June 1974. 
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(2) Education®* 


Through the 1960s and in the early years of 
the 1970s there was a general improvement in most 
education indicators. In the 1960s, education in- 
creased at all levels. The only negative growth 
rates recorded in the region were in Japanese primary 
and secondary education and West Malaysian teacher 
training, and in both cases the decrease reflects 
progress of a kind: Japanese decreases were due to 
a virtually stable population, while Malaysia’s very 
large decline in teacher training enrolment,®® was 
apparently the result of achievement of a 95 per 
cent enrolment rate and 90 per cent completion rate 
of the primary age group and a subsequent decision 
to let the pupil/teacher ratio rise while concentrating 
on qualitative improvements in the educational 
process. 


Rates of growth were greatest in higher educa- 
tion in 10 of 18 ESCAP countries, followed by 
secondary education in 8 of 18. In no case did 
primary education grow more rapidly. However, 
this statement must be interpreted with care. The 
rank correlation between the enrolment ratios at 
the primary level of 12 countries in the region for 
1960 and 1969/1970 yields a coefficient of 0.788,°° 
implying that if a country had a low position in 
1960 it probably maintained it in 1969/70. This 
partly confirms the finding about the slow growth 
of primary education. The countries with low GNP 
growth rates seem to have achieved high rates of 
growth in primary education enrolment, but this 
achievement was small relative to the magnitude 
of the problem, which continues to be aggravated 
by the expanding size of the relevant age group. 


Over-all progress is continuing in the 1970s, but 
some of the problems mentioned above are becoming 
manifest. For example, India increased its primary 
enrolment percentage by 6 points from 78 per cent 
in 1965 to 84 per cent in 1970, while total enrol- 
ments rose by 20 per cent from 50 million to 
60 million. In 1971, Indonesia had maintained its 
1969 primary enrolment level of 69 per cent, al- 
though there had been a 6 per cent increase in total 
enrolment. West Malaysia raised its percentage 
from 93 per cent in 1960 to 96 per cent in 1973; 
meanwhile total enrolments increased by 35 per cent. 


57 The bulk of this section is taken from UNESCO, 4 Decade of 
Educational Growth in Asta: Selected Statistics (UNESCO/MINED- 
AS-FU/10(a)), Bangkok, February 1974. As always, the availability 
of statistics limits the discussion: figures are generally available only 
through 1971, for four countries through 1972, and for two countries 
through 1973. 

58 The decline was in trainees for teaching in primary and lower 
secondary schools. Only 34 per cent of the first Malaysian plan 
(1966-1970) allocation for teacher training was spent; total teacher 
training enrolment decreased from 9,114 in 1965 to 2,671 in 1970: 
Government of Malaysia, Second Malaysian Plan, 1971-1975, chapter 
XIV. 

5° Spearman rank difference correlation coefficient is significant 
with N = 12 at 1 per cent level of significance. 


Increases in the proportion of female students 
generally lag behind over-all progress. However, 
there are striking exceptions. For example, West 
Malaysian female enrolment went up from 43 per 
cent of the total in 1960 to 48 per cent in 1972, 
while total enrolment increased from 93 per cent 
to 94 per cent. An increase of 25 percentage points 
in total enrolment in India from 59 per cent in 
1960 to 84 per cent in 1970 included a change in 
female enrolment of only 4 percentage points from 
33 per cent to 37 per cent. Afghanistan had a 
female proportion of 14 per cent in 1971; Bangladesh 
had 32 per cent in 1973; Iran had 36 per cent in 
1972; and Pakistan had 24 per cent in 1971. 


Table II-27. FIRST-LEVEL ENROLMENT RATIOS 
(ER),? SELECTED ESCAP COUNTRIES 


Enrolment ratios 


Adjusted for 
All pupil over-age 
pupils (%) 
1960 1969/70 1969/70 
(1) (2) (3) 
Aishanistans 001m eee 5 22 17 
Bangladeshis pues asp sae Oe 222 56 53 
Burmail” Shs kes uae 31 85 56 
India’ 2k soot aki eS 34 82 71 
LG Lege ee het fea emg Uo a 28 71 58 
Malaysia (West)... . 58 91 91 
Pakistagy oh sc bcs. cyte le 22 48 40 
Philippines... 5.!= 0, cease 66 109 98 
Républic of Korea 4° 2s 60 104 95 
Singapore ery ee ee 66 105 93 
Sm Banka) jie as 64 101 69 
Thailand 9.3.0 ae cers SY) 81 79 


Sources: UNESCO, Bulletin of UNESCO Regional Office for 
Education in Asia, No. 14(6/73), p. xiv, for cols, 2 
and 3; and the UN Compendium of Social Statistics, 
1967, p. 356 for col. 1. 


* ER = Total number of first students divided by total 
number in first level age group. 


> Assume identical enrolment ratios for former East and 
West Pakistan. 


Three vicious circles are built into the observed 
lag in female enrolments. First, the relative short- 
age of female teachers retards increases in female 
enrolments and hence increases in female teachers. 
Second, one of the most readily available potentials 
for demonstrating ‘“‘modern” female roles is not 
utilized maximally, so female demand for participa- 
tion does not grow as swiftly as it might. Third, 
there is a strong correlation between female literacy 
and the acceptance of family planning, so this 
opportunity to reduce high population growth rates 
is lost. 
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The case for the improvement of secondary 
education in its contribution to development in the 
1960s is mixed. The proportion enrolled in general 
education is increasing in many countries. How- 
ever, in six countries, viz. Indonesia, the Khmer 
Republic, Nepal, the Republic of Viet-Nam,* 
Singapore and Thailand, the proportion of vocational 
students is increasing. The usefulness of general 
secondary education is questionable, especially where 
large numbers of graduates are concerned. Cer- 
tainly, there is a demand for vocational skills, but 
vocational training is frequently ineffective: skills 
are not acquired, or graduates seek higher prestige 
and income jobs. 


In summary, there have been large improve- 
ments in the educational systems in the region. 
However, there are serious difficulties ahead; in 
fact, the very relevance of current educational 
structures is being questioned by more and more 
people each year. Moreover, the sheer numbers to 
-be dealt with will double over the next 25 to 30 
years, and there is serious doubt that national 
systems will be able to meet even present educational 
goals for so many. 


Happily, there have been wide-ranging changes 
in attitudes toward education in the region, but 
these attitudes are only rarely reflected in current 
plans. Vocational education did receive a little 
more emphasis than in the past, but more than 
emphasis is required if known problems are to 
be overcome. Generally, it can be said that goals 
are still basically quantitative. There is more con- 
cern with quality where primary enrolments near 
100 per cent, but “quality” and ‘“‘relevance’’ are 
not always juxtaposed in the considerations. Im- 
proving the relevance of rural education to rural 
life—a crucial element of the few enlightened 
educational policies — still receives scant attention. 


In first-level education, there is a growing 
concern with education’s responsibilities for pro- 
moting national unity and development goals.® 
This concern is complemented by the concurrent 
acceptance of the need to reduce income inequalities, 
and the perception of education as a means to do 
so. In a number of countries there has been 
acceptance of the need to lengthen basic education 
to 8 or 9 years in order to increase its effectiveness. 
Unfortunately, some countries have moved in the 
opposite direction. 


Sri Lanka, which suffers from a severe open 
unemployment problem among the educated, adopt- 
ed a policy of curricula reform in its 1972-1976 


6° Now Cambodia. 

81 Now Republic of South Viet-Nam. 

62 UNESCO, Bulletin of the UNESCO Regional Office for Educa- 
tion in Asia, No. 14, June 1973, p. XIII. 


plan. The purpose is twofold: to make education 
more responsive to job requirements and to make 
students more aware of the relationship between 
work activities and national development. Malay- 
sia, with a less serious employment problem, never- 
theless emphasizes, in its 1971-1975 plan, the need 
to gear education more closely both to manpower 
demand and to the need for national unity. India 
has adopted a policy of universal enrolment through 
eight years of a two-stage elementary system.®* The 
policy also calls for a reorientation of education 
away from the purely academic and toward practical 
activities; work experience is considered a vital part 
of the educational experience. 


Policies similar to these can be cited for nearly 
every country in the region. It is important, how- 
ever, to emphasize that, with present educational 
structures, employment-oriented education is likely 
to increase costs, and it has been argued that it is 
likely that fewer resources will be available for 
future social programmes with existing planned 
frameworks. Moreover, employment-oriented edu- 
cation has not been very successful in the past. 
It seems probable that present policy goals in 
education will be achieved only if structures can 
be found which differ radically from present struc- 
tures. These problems are further discussed in 
chapter VII below. 


(3) Housing 


While housing may seem less important than 
other areas in the “‘social sector”, it is interesting 
because responses to the need for housing, in terms 
of both supply and demand, have larger implica- 
tions.** This discussion focuses on slum and 
squatter problems, but first an overview of urbaniza- 
tion in the region must be presented. 


In 1950 there were 21 cities in the region with 
more than one million people; by 1985 there will 
be 104.6% The urban population of the ESCAP 
region will grow from 507 million in 1970 to 1,561 
million in 2000, with migrants contributing 40 to 
60 per cent.®* It is probable that, in the long run, 
the proportion of urban population may be much 
higher. A recent study of the Mekong River basin,* 


- 83 Achievement in 1969 was 77.3 per cent of stage one, 32.5 per 
cent of stage two. The 1974 targets are 85.3 and 41.3 per cent 
respectively. 

®4 Housing is also a timely social variable fot the purposes of this 
review because the ESCAP Advisory Group on the Improvertent of 
Slums and Squatter Settlements recently completed in-couritry studies 
of housing problems in five ESCAP countries: India, Iran, the Philip- 
pines, Sri Lanka and the Republic of Viet-Nam (now Republic of 
South Viet-Nam). Most of the data in the following discussion are 
taken from the Group’s report. 

®5 United Nations Economic and Social Council, World Housing 
Survey (E/C.6/129), table 1-G. 

86 World Housing Survey, op. cit., table I-K. 

®7 Richard L. Meier, “Human ecology in long-term river basin 
planning: the Mekong case’, Bangkok, mimeographed, August 1974. 
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for example, estimated that, in order to achieve a 
rural-urban population balance, i.e. zero net migra- 
tion, rural labour productivity will have to rise to a 
level which can be attained only when 80 to 90 
per cent of the population live in urban areas. 
Similar growth can be expected elsewhere in the 
region. 


Industrialization contributes to rapid urbaniza- 
tion in the region. People naturally go where jobs 
are to be found and all too often this is only in the 
larger cities, in no small part because a dispropor- 
tionate share of new industry goes to major cities. 
Industrial activities become concentrated for several 
reasons. First, the urban areas provide the main 
marked for many industrial products. Second, the 
governmental and financial institutions are concen- 
trated in major cities. Third, the presence of other 
industries make it attractive to set up factories in 
the same area. Fourth, the major city is usually 
close to the port facilities and road, transport, power, 
gas, and water supplies are better. Fifth, the labour 
supply is plentiful. Sixth, educational and cultural 
activities are concentrated in major cities. In 
addition, various government policy measures, in- 
cluding those on public works and social sectors, 
tend -to penalize rural sectors in favour of urban 
communities. Furthermore, while manufacturing 
firms which rely on indigenous raw materials are 
more likely to be regionally dispersed, firms for 
which imported inputs are important will be clustered 
round the principal port. 


Rapid urban growth in the region will, of 
course, bring with it all the problems associated 
with it everywhere. Large cities tend to be capital- 
intensive in the sense that required services and 
their cost tend to grow more rapidly than urban 
populations. Traditional social structures are not 
easily adapted to urban environments, and pure 
economic behaviour increases with urbanization,® a 
tendency which is accentuated by high urban un- 
employment. It is becoming increasingly difficult 
to sustain additions to urban populations under 
present conditions. Housing problems in many 
respects are characteristic of all urban problems. 


If present trends continue, it can be expected 
that the numbers living in substandard housing will 
grow at a geometric rate® in the coming decades. 
If urban housing’ is assumed to have a usable life 
of 30 years, then each year 8 to 10 houses must 


®8 That is, a change in setting and more intensive economic activity 
tend to reduce the affective content in social structures. 

®° In the larger cities, slum populations grow at an annual rate of 
20 per cent — Robert Sadore, “Urban needs of developing countries”, 
Finance and Development, vol. 10, No. 2 (6/73), p. 28. 

7° Rural housing is certainly deserving of attention, but it is not as 
acute a problem as urban housing. 


be constructed for every 1,000 of the population, 
just to maintain present standards. In many de- 
veloping countries in the ESCAP region, however, 
the current construction figure is less than 3 per 
1,000. If an average family size of 5 is assumed, 
then 200 million household accommodations must 
be built in the region just to accommodate the 
additions to urban populations. This will leave 
untouched the existing substandard housing after 
meeting the replacement requirements for the region. 
The replacement of existing stock at a rate of 2 
per cent a year will amount to 78 million units for 
the decade.*! 


There are few hard data useful for an assess- 
ment of countries’ capacity*to satisfy such housing 
requirements. Performance in the 1960s varied a 
great deal among the ESCAP developing countries, 
making prediction for the present decade difficult. 
However, it is highly unlikely that construction 
capacity will increase sufficiently to match increases 
in requirements. Some of these requirements for 
1970-1980, with those for 1960-1970 in parentheses, 
are: India 55.6 million (18.6 million), Indonesia 
13.2 million (4.7 million), Pakistan 15.5 million (5.0 
million), Sri Lanka 7.9 million (4.2 million). It 
is interesting to note that, in the latter case, com- 
pletions in the 1960s were only about a quarter of 
requirements. 


The problem of providing housing for low- 
income urban dwellers is extremely complex. In 
most countries, the majority of those in the bottom 
fifth of the income distribution cannot afford to buy 
a home of the quality of most public housing, 
even when large subsidies are available. The several 
ESCAP developing countries which give subsidies 
include Iran, where the subsidy is 50 per cent of 
the cost of public housing. Second, the poor must 
either live close to their work or they must have 
heavily-subsidized mass transport. Third, housing 
is very frequently low on the list of priorities of 
the poor; work, education, health and diet tend to 
come first. Thus, even where incomes and large 
subsidies permit purchase, it is attractive for the 
poor to sell their housing rights to those with 
higher incomes. Where this is true, it cannot be 
expected that they will respond strongly to the 
efforts meant to help them. 


Given the complexity of the housing problem 
as it has been defined and the discouraging nature 
of the statistics generated by that definition, it is 
clear that either present housing policies will not 
succeed, or that the problem will have to be redefined 
in a manner that makes success possible. 


71 World Housing Survey, op. cit., table 11.16. Includes both urban 
and rural housing. 
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Housing policy continues to exhibit an air of 
unrealism, and a reluctance to accept what appears 
to be inevitable. In many countries, government 
housing expenditures tend to be directed dispropor- 
tionately to the middle classes, either directly or 
indirectly, in the construction of high-cost housing. 
Almost nowhere, with the exception of the high- 
income metropolises of Hong Kong and Singapore, 
are policies adequate to cope with the future 
magnitude of urban housing needs. Relatively 
simple responses, which are admittedly partial are 
available, e.g. land acquisition combined with site 
and service self-help schemes, but there is an 
apparent reluctance to adopt them. 


(4) Women and youth 


Perhaps the most encouraging social trend in 
the region is the growing demand by women and 
youth for an active role in development. The trend 
is encouraging for several reasons. Development 
relates to human values in the sense that the deve- 
lopment of human potential is the ultimate goal. 
The development of capacities requires action and 
participation and thus, to the extent that the demands 
of women and youth are met, the greater will be 
the probability of real development. These demands 
are also encouraging because development is related 
to the structure of society. Structures must change, 
which means that the manner in which people relate 
to each other must change. Learning this new 
relationship is possible only where “‘learning is 
doing”, and thus responsible participation at all 
levels is vital. 


It is not possible, however, to say much about 
progress in this respect: there are few techniques 
for quantifying participation or its results. Indeed, 
some studies conducted in Yugoslavia indicate that 
not all kinds of participation produce positive re- 
sults. In addition, women and youth movements 
are relatively new; even if reliable indicators did 
exist it is not likely that there would be much to 
measure yet. 


The full integration of women into national life 
requires changes in social structures and legal pro- 
cesses. Structures must be such that women are 
not barred by virtue of their sex from participation 
in the full range of national activities: economic, 
social, political or cultural. This refers basically 
to the old question of civil rights. In many coun- 
tries in the region, the law reinforces traditional 
male ego structures. Married women are often 
deprived of property rights. Religious restrictions 
find expression in civil legal codes. Nor do pres- 
sures for change treat women equally. Minimum 
wage legislation is often not enforced for female 


labour. Although legislation is sometimes available 
to reflect ethnic favouritism in educational enrolment 
expansion, favouritism to compensate for female 
enrolment lags is uncommon, and, even where 
legislation exists, it will be of little avail if legal 
processes do not provide for its enforcement. 
Where there is discrimination against women in 
particular economic roles,’? it is unlikely that legisla- 
tion will be equitably enforced, for example, in 
promotions. Again, it is likely that discrimination 
will be more easily reduced in a growing economy, 
with a growing labour force, than in a stagnant or 
declining economy. 


(5) Outlook for the decade 


From a social perspective it is extremely un- 
likely that problems in health, education, nutrition 
and housing, as they have been defined, can be 
solved by current methods. Because the need to 
solve such problems provides so much of the raison 
d’étre for development efforts, the justification for 
the efforts is undermined unless the problems can 
be expected to be reduced. Moreover, because real 
and strong interrelationships exist between social 
processes and the economic processes that support, 
and draw support from, them, the possibility of 
development of any kind is decreased. This is so 
particularly when more equal income distributions 
are desired. The probable growth paths of problems 
over the next few decades suggest that only the 
most radical measures hold out hope for real 
solutions. 


If it is in fact true that the flow of social 
expenditures is particularly sensitive to changes in 
other sectors, such as military, industrial and agri- 
cultural, it is likely that the remaining years of the 
decade may see numerous events in many ESCAP 
developing countries which will tend to lower the 
priority, even the possibility, of social expenditures. 


There is a variety of reasons why it is not 
likely that resources will be adequate for the task. 
Besides the pressure of a rapid population growth, 
a growing body of opinion holds that the large-scale 
international food transfers of the past two or three 
decades have been made possible mainly because 
the growers were on the good side of a weather 
cycle, and that the poor weather currently being 
experienced may be a manifestation of the imminence 


72 Interestingly, this kind of discrimination appears to be less in- 
tense in Asia than in many Christian and Muslim areas, and even the 
latter justification cannot be applied strongly to Malaysia, Indonesia 
and Pakistan. If women’s demands encourage responsive policy, that 
policy must be informed by the very different structural differences 
which exist within the region. 
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of 15 to 20 years of bad weather.’* If this is true, 
—and its probable effect can best be minimized 
by assuming that it is— than its impact on some 
ESCAP developing countries and particularly upon 
the poorer sections of these countries will be quite 
serious. Increased inputs of fertilizer and pesticides 
to drought-free areas is one response to drought, 
but it is likely that, for the rest of the decade, 
these inputs will be in short supply in many develop- 
ing countries of the ESCAP region, particularly for 
small farmers. 


Finally, there is growing concern about a 
serious world recession.“* If this occurs, the effect 
on development processes of ESCAP developing 
countries will obviously be great. There are likely 
strong multiplier effects caused by the dependence 
of developing countries on imports of intermediate 
and final products, on exports of primary products, 
and on their low margins of safety in the provision 
of minimum needs. All these will have enormous 
adverse effects on social priorities. 


The foregoing gloomy picture for the near future 
relates to social sector development. The most 
probable “‘future”’ suggests that a much higher degree 
of people participation and local self-sufficiency at 
the district and village level will have to be en- 
couraged in order to take advantage of local talents, 
resources and relationships which tend to have been 
overlooked in macro-planning in many countries of 
this region. Planning shifts consistent with increased 
local self-sufficiency have been cited, for example 
in the provision of health services. Similar shifts 
are seen in growing emphasis on informal education 
and improving the relevance of education to probable 
future economic roles of students and the educated. 
It is interesting to note that economic and other 
factors may push many countries toward the kind 
of planning and implementation processes which 
will call for a departure from the traditional deve- 
lopment models, patterns and strategy followed by 
most developing countries in the ESCAP region. 
An examination of some social policy developments 
suggests that this process is already underway. 


(6) Participation 


Preceding sections of this review have stressed 
the extreme difficulty facing many countries in the 
region in attempting to solve social problems, and 
concern has also been expressed with the inter- 


78 Relatively little is known about causative factors. It is apparently 
related to a shift in high-altitude winds first noted 10 years ago 
(Time, 13 May 1974, p. 11). Derek Winstanley, a British climatolo- 
gist, believes that he has identified a 200-year weather cycle, and that, 
by the time it swings upward again in 2030, the world’s deserts will 
have moved south by 200 km (Bangkok Post, 22 April 1974, p. 26). 


74 IMF and IBRD, Annual Reports, 1974. 


dependence of problem areas. These two aspects, 
difficulty and interdependence, are receiving in- 
creasing attention in the region. This attention 
focuses on the potential of mobilized human re- 
sources, and upon participation as a tool for 
mobilization. In fact, given likely resource avail- 
abilities, mobilization and participation may be the 
only alternative for many countries. 


China provides what might be characterized as 
the region’s prototype policies for promoting 
participation. The work teams in the communes 
are of a size.which maximizes the sense of personal 
participation, and self-criticism is used to prevent 
the development of a cadre-people gap. Attempts 
are being made to reduce authoritarian hierarchical 
relationships in order to promote more egalitarian 
and merit-determined relationships.*° Pakistan, 
meanwhile, is developing mechanisms to increase 
worker participation in industry, including, under 
certain conditions, the right to appoint auditors to 
be paid for by management.7® In the past, rural 
programmes have been handicapped in Pakistan 
because of a reluctance to delegate authority.” 
Here also, however, a recent commitment has been 
made to participation. The integrated Rural De- 
velopment Programme intends to subordinate the 
bureaucracy to the desires of the people*® and, to 
facilitate this move, officials will be required to work 
closely with low-level rural leadership.*® The pan- 
chayat system of India has also moved in a similar 
direction of democratic decentralization, and parti- 
cipative development of the administrative services 
and the people is being fostered. In Thailand, the 
1972-1976 plan calls for increased expenditures for 
community development and the strengthening of 
local government.8° Concern has developed in the 
Philippines over patrimonialism; change requires 
that economic independence be taught to the “mil- 
lions taught for generations to depend on patrons”’.§? 


However, it would be a mistake to suppose 
that participation can be instituted by fiat. In some 
countries of the ESCAP region, the capture of past 
rural public works programmes by the rural elites 


75 See various issues of Peking Review. 

76 A. L. Spencer, “An analysis of socio-economic trends in Pakis- 
tan, 1973” (mimeo.) ESCAP Social Development Division, p. 34. 
Workers will have 20 per cent representation with management at 
the factory level vis-4-vis matters relating to service rules, promotions, 
disciplinary measures and related issues. 

77 Akhter Hameed Khan, op. cit., p. 17. 

78 Government of Pakistan, Integrated Rural Development Pro- 
gramme in Pakistan, p. 27. 

7° Government of Pakistan, Directive and Messages of President 
Z. A. Bhutto on Integrated Rural Development Programme, p. 10. 

8° The National Economic and Social Development Board, Thai- 
land, Summary of the Third Five Year Plan (1972-1976), pp. 23 
and 26 


81 Far Eastern Economic Review, 1 August 1973, p. 24. 
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has been recognized. Recently, the Government of 
Pakistan recognized the need for participation by 
rural leadership in rural development programmes.®? 
Participation at the local level was responsible for 
the remarkable success of the land reforms and 
integrated rural development programme in Nepal. 
Yet rural leadership tends to be composed of the 
rural economic and political elite, so what seems 
to be needed is more participation by some, less 
by others. In Pakistan, land reform will tend to 
bring this about, as will the particular sequence of 
co-operative development which has been adopted.** 


Misdirected participation can be seen in de- 
mands for the wrong kind of education coming 
from parents.6* Excessive consumption demands 
have been created by commitment to a particular 
development style in Sri Lanka. Conversely, de- 
sired kinds of participation have not been forth- 
coming in Indian urban community development.* 


In summary, it can be said that mass mobiliza- 
tion or participation is extremely important for 
successful national development, particularly where 
problems of mass poverty exist. However, the 
development of participative styles is not a simple 
matter. It involves an extremely complex set of 
variables, and must therefore be planned with care 
and pursued with dedicated attention. 


(7) Institutional reform 


It is characteristic of the present turmoil in 
development thinking that one can no longer merely 
advocate administrative reform per se. Alli too 
often, improved administrative techniques have 
merely added to a system’s capacity to oppress or 
render dependent its putative clients. The increasing 
recognition of the need for participative structures 
requires that a critical stance be taken toward all 
institutional reform policies. Certainly, it is not an 
easy thing to bring about institutional change and 
it is too early to assess recent attempts to do so, 
but the number and variety of approaches in the 
region suggests that the necessity is at least re- 
cognized. 


82 Akhter Hameed Khan, op. cit., p. 20; Government of Pakistan, 
Integrated Rural Development Programme in Pakistan, op. cit., pp. 18 
and 21. 


83 The sequence envisioned is to proceed from service to production 
to social co-operatives: Pakistan Directives and Messages, op. cit., 
p. 20. Visibly equitable service dispensing may help to develop the 
kind of trust needed to permit a new kind of leadership to emerge 
for production co-operatives. Experience with this (hopefully more 
democratic) leadership will facilitate the formation of broader “‘social’”’ 
co-operatives. 


84 United Nations, “Report on a unified approach to development 
analysis and planning”, op. cit., p: 30. 

8 Participation is nil or low in 62 per cent of urban community 
development projects, and local initiative cannot be expected in slum 
areas: S. Chandgra, “Urban community development in India”, 
Social Action, vol. 23, No. 2, 1973. 


Malaysia is combining macro-level policies to 
bring about a better racial balance in economic 
participation, with a set of institutional information 
and training programmes designed to foster under- 
standing of the development process and new be- 
havioural requirements.86 The very competence of 
Malaysian administration, however, is a hindrance 
to real participation. Meanwhile, the indian fifth 
plan (1974-1979) appears to concentrate more on 
management than on participation. A major con- 
cern is with the channelling of resources to the 
bottom 30 per cent of the income pyramid, so there 
can be no question of the need for changed manage- 
ment techniques. At the same time, these techniques 
are likely to be more effective if they have a real 
demand to respond to, a demand which will be 
likely only to follow a high level of real participation 
by the target population. 


Pakistan’s recent efforts have been discussed in 
the preceding section. It is too early to assess 
policy effects, but a problem similar to India’s may 
emerge. In the absence of effective demand crea- 
tion, it is likely that resources will not reach the 
poor as effectively as is intended. Thailand, in its 
1972-1976 plan, proposes to “encourage people’s 
participation at all levels of development in social 
affairs”. A wide variety of structures are planned 
to promote more participation: local employment 
committees, extension and community development 
services, self-help projects, education, etc. It is not 
clear, however, how these structures will be linked 
with actual demands. 


Comments similar to the foregoing can be made 
about most countries in the region. There is a 
clear realization of the need for more participation. 
What is not clear is whether the means adopted 
to encourage it will be effective: they are not, after 
all, too different from past policy instruments. 


(i) Income distribution and mass poverty 


The review of the economic and social situation 
during 1971-1974 in the foregoing pages further 
highlights the acuteness of the problem of income 
distribution and mass poverty. From all accounts, 
and particularly due to the world-wide inflation, 
current food shortages, and the uncertain short-term 
and long-term impact of energy problems, an ex- 
tremely grim outlook appears to emerge for millions 
of people in the region who are now living an 


86 An interesting aspect of the new design for farmers’ organiza- 
tions is the incorporation of small groups (a few farmers). The 
intent is to develop active co-operation within the small groups. This 
is based on the theory that affective relationships are necessary in the 
initial stage of co-operative development. See Akhter Hameed Khan, 
“Report on study tour in Indonesia” in David L. Gordon, Institutions 
for Rural Development in Indonesia, (Peshawar, Pakistan Academy 
for Rural Development, 1974). 
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inhuman existence of abject poverty and severe 
malnutrition. 


The International Development Strategy had 
stressed that “‘to provide increasing opportunities to 
all people for a better life, it is essential to bring 
about a more equitable distribution of income and 
wealth for promoting both social justice and effi- 
ciency of production . . .”, and that “. . . qualitative 
and structural changes in the society must go hand 
in hand with rapid economic growth and existing 
disparities — regional, sectoral and social — should 
be substantially reduced’’.8? 


The Committee for Development Planning®*® 
also focused attention on problems of mass poverty 
and unemployment and urged that the goal of 
elimination of extreme poverty should be included 
as a target in the International Development Strategy 
as soon as possible. The Committee recommended 
radical poverty reduction programmes specifically 
geared to raise the grievously low productivity of 
the poorest group and their incomes. It recognized 
the implicit reordering in priorities contained in the 
recommendations, but emphasized the extreme im- 
portance of rapid growth rate, accumulation, indus- 
trialization and modernization af agriculture. The 
problem of poverty and unemployment has a special 
significance for the ESCAP region where it affects 
a huge section of population, as brought out by the 
First Biennial Review®® and the Expert Group on 
Progress Evaluation.%° 


Information on distribution of income and mass 
poverty is extremely inadequate and often available 
only up to the late 1960s. The available data 
suffer from all kinds of conceptual and measure- 
ment problems. Unambiguous measures indicating 
changes in income distribution or criteria on the 
basis of which mass poverty could be estimated 
are not available. Even when there is relevant 
information, it is highly aggregative and thus fails 
to provide an adequate frame of reference for 
appropriate policy suggestions. However, the evi- 
dence available on income distribution and mass 
poverty does bring out the massiveness of the 
problem. 


Table II-28 summarizes the latest available 
estimates of Lorenz-ratios®! over time and by broad 


87 International Development Strategy, op. cit. 

88 Committee for Development Planning, Report of the 8th session, 
April 1972, supplement No. 7. 

88 Economic Survey of Asia and the Far East, 1972. 

°° Report of the second session, December 1972, Bangkok. 

®1 Also called the concentration ratios; they are the most commonly 
used measure of inequality, the ratios being calculated with the help 
of following formula: 


k 
b= 1 P| (Pi — Pi-1) (Qi + Qi-1) i i Ze ated ?e is k 


where P; and Qi stand for the cumulative percentage of population 
and income respectively in the ith income class. 


sectors for six countries: India, Indonesia, Pakis- 
tan, the Philippines, Sri Lanka and Thailand. For 
obvious reasons, it will be misleading to attempt a 
comparison of income inequality in these countries, 
since much of the wide variation among them is 
due mainly to the conceptual and measurement 
problems. However, the high Lorenz-ratios for the 
Philippines and Thailand may be noted. There 
seems also to be a declining trend in the level of 
inequality in nominal terms which appears to be 
more marked in the rural areas. Moreover, with 
the exception of Thailand, inequalities appear to be 
higher in urban areas than in rural areas. The 
available evidence, from India and Thailand,®? also 
indicates the existence of significant inequality 
among different regions within a country. 


Table JI-28. INCOME AND EXPENDITURE 
INEQUALITIES IN SELECTED ESCAP COUNTRIES 


(concentration ratios) 


Year Rural Urban Total 

India; 4) hs UAP oc) ED GO/G1E Se 084, 0.47 0.38 
1961/62? 0.30 0.35 0.32 

1967/68 0.28 0.31 0.30 

Indonesia 1964/65° 0.35 0.34 a 
Pakistan 1963/64* 0.35 0.37 0.36 
1968/697 0.29 0.36 0.33 

Philippines . . . 1961? 0.41 0.52 0.52 
19657 0.43 0.53 0.52 

Srilankag lw ee 1963? 0.44 0.49 0.49 
1969/70% 0.36 0.42 0.41 

19735 0.37 0.40 0.41 

Thailand . 1962/63 = 0.45 0.44 — 
1970? 0.37 0.44 _ 


Sources: India: Mahfooz Ahmed and N. Battasbery, “Size 
distribution of per capita personal income in India, 
1955/56, 1960/61 and 1963/64”, Economic and 
Political Weekly, vol. VII, 31-33, 1972; K. R. 
Ranadive, ‘Distribution of income: Trends since 
planning”, paper presented to the ISI Seminar on 
Income Distribution, February 1971. 


Indonesia: R. M. Sundrum, “Consumer expenditure 
patterns”, Bulletin of Indonesian Economic Studies, 
March 1973. 


Pakistan, Philippines and Thailand: Development 
Programming Techniques Series, No. 9, 1972. 


Sri Lanka: Central Bank of Ceylon, Staff Studies, 
April 1974, and Reports of the Survey, and Develop- 
ment Programming Techniques Series, No. 9, 1972. 


* For income. 
» For consumption expenditure. 


Distribution of wealth, one important source of 
income inequalities, shows a more skewed pattern. 
For example, in India the Lorenz-ratio for the 
distribution of land holding in the rural areas, © 
where it is the main form of wealth, was about 
0.71 in 1960/61. The ratio for all rural assets was 


®2 United Nations, Development Programming Techniques Series, 
No. 9, 1972. 
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slightly lower at 0.65. The distribution of wealth 
held in the form of owner-occupied houses in the 
urban sector in 1960 showed a concentration ratio 
of 0.68.°° Furthermore, the top 10 per cent were 
estimated to own all rented property, bringing the 
over-all concentration ratio of ownership of property 
to 0.79. All business assets were owned by about 
1.7 million persons with a concentration ratio of 
0.75.°4 In Sri Lanka, one-third of paddy farmers 
were tenants who did not own any land. In 1960, 
47 per cent of the farm area in Pakistan was 
accounted for by the top 10 per cent holdings, 
compared with less than 1 per cent by the bottom 
10 per cent.°* In the Philippines in the same year, 
40 per cent of farms were operated by tenants. 
In Thailand, the Lorenz-ratio for the absolute 
ownership of land of urban families in 1969 was 
0.50, implying that 48 per cent of the land was 
owned by the top 10 per cent of families as com- 
pared with 7.5 per cent by the bottom 20 per cent. 
The concentration ratio for the land holding for 
the entire kingdom was 0.48 in 1963.97 According 
to the agricultural census of Indonesia in 1963, the 
concentration ratio of farms of over one-tenth of a 
hectare was 0.52, and “‘it has also been estimated 
that 27 per cent of the rural employed were landless 
farm labourers’’.** 


Another source of income inequalities is educa- 
tional levels and access to education. Private rates 
of return to education exceed social rates and have 
led to excessive expansion of education at the higher 
levels at the expense of both expansion at the lower 
level and quality. The higher private cost of 
education also results in inequal access to it. 


The above evidence suggests that nominal in- 
come inequality did not seem greater than in the 
developed countries of the region. Since the 1960s, 
however, this general picture seems materially 
altered in real terms by the galloping inflation. 
This has hit the lower-income sections of the 
population particularly hard during the last year 
or two, sharpening the critical nature of the income 
inequality in the ESCAP developing region. 


In the case of the Republic of Korea, a wide 
disparity in manufacturing and agricultural growth 
until 1970 was accompanied by a growing gap, in 
absolute terms, between the living standards of the 
tural and the urban population, despite a massive 


®3 Income Distribution, Development Programming Techniques 
Series, No. 9, vol. III, pp. 59 and 62. 


°4 Economic Survey of Asia and the Far East, 1972. 

®5 Development Programming Techniques Series, op. cit., p. 21. 
86 Ibid., p. 103. 

87 Tbid., p. 149. 

88 Economic Survey of Asia and the Far East, 1972, p. 29. 


migration of the former to urban centres. The 
growing concern for the deteriorating situation is 
also reflected in the government goal of achieving 
parity between the income of farm households and 
those of urban households by 1981, under the Sae 
Maeul (New Community) movement initiated in 
late 1971. To achieve this objective, farm house- 
hold incomes are projected to increase at an annual 
rate of over 15 per cent in current prices. 


In Pakistan, a new land reform programme, 
nationalization of certain basic industries and banks 
and new education policies initiated in 1971 are 
intended to achieve greater equality. More directly, 
food subsidies to support the low-price public dis- 
tribution system account for a substantial portion 
of total government budgetary expenditure. To 
what extent such measures do really benefit the 
lower section of society is not very clear. For 
example, there has been an impressive increase in 
the current and capital expenditure on education 
(43 per cent in 1972/73 and 29 per cent in 1973/74), 
but one-third of this has been earmarked for higher 
education in colleges and universities. Unless the 
cost of education at the colleges and universities is 
charged to the students, along with a programme 
of subsidizing the higher education of lower-income 
students, much of the increase in expenditure will 
not have significant distributive impact. Moreover, 
subsidized public utilities still largely benefit the 
better-off sections of society. 


In India, questions of income distribution have 
never been left unnoticed by the planners since the 
beginning of the planning era, but the overriding 
concern seems to have remained economic growth. 
The notable shift in emphasis towards better dis- 
tribution and the removal of poverty, that surfaced 
in the early 1970s, has since been overshadowed 
by the current economic problems. In the process, 
the unsatisfactory growth performance in the past 
and the current economic difficulties have further 
aggravated the inequality and poverty. 


In Indonesia, the remarkable trend towards 
stability and impressive growth rates have not had 
a desirable impact on income distribution, and the 
crude evidence that is available suggests that the 
rich became richer®® during the 1960s. 


The most notable attempt towards a more 
egalitarian society has been made in Sri Lanka, 
where the recent survey indicates that income 
distribution in 1973 was more equal than in 1963.1 
The percentage of total income going to the lowest 


8° H. W. Arndt, op. cit. 


100 Fy, N. S. Karunatilake, “Changes in income distribution in Sri 
Lanka”, Central Bank of Ceylon, Staff Studies, April 1974. 
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20 per cent of the population rose from 3.9 per 
cent in 1963 to 5.0 per cent in 1973, and concentra- 
tion fell sharply from 0.49 in 1963 to 0.41. Rural 
and urban inequalities were about the same, but 
that in the estate sector worsened.1°! Direct food 
subsidies, progressive taxes on income and wealth, 
ceilings on property size, land reforms, distribution 
of benefits to the lower-income classes through 
spreading education and wealth facilities, etc., were 
used to achieve the goal. All these measures, 
however, did not solve the unemployment problem 
and pre-empted a significant proportion of budgetary 
resources which was thus not available for develop- 
ment purposes. Recently, the inflationary situation 
and the concern for rapid economic growth seem 
to have forced the Government to scale down the 
free food distribution and to raise the prices of 
certain essential food items. 


The mixed picture about the level and change 
in inequalities casts doubts about the relevance of 
conventional redistributive policies. Indeed, it ap- 
pears that these policies have not achieved significant 
results. Taxation policies in several instances have 
been basically revenue-oriented, mostly depending 
on indirect taxes. The powerful and swift-acting 
instrument of progressive taxation has often played 
a secondary or insignificant role. In certain coun- 
tries, tax progression of income and wealth taxation 
has been remarkably steep, only to be eroded by 
excessive exemption and evasion. The growing 
relative share of relatively less-progressive indirect 
taxes may also have dampened the over-all pro- 
gression of the tax structure as a whole. There 
is also evidence to suggest that the direct tax 
structures in most countries of the region have low 
income elasticity. In some cases, the efforts in the 
form of direct subsidies and transfer payments were 
either not meant basically to be redistributive or 
else did not achieve the intended redistributive im- 
pact. Similarly, the impact of well-meant attempts 
to correct the distribution of wealth through taxation 
and redistribution of land and property, and to 
provide education by making it compulsory and 
subsidizing it, has been unclear and in certain cases 
negative. 


In general, therefore, progress towards greater 
equality has been seldom significant and often 
unclear. However, the disturbing fact about most 
of the ESCAP developing countries has been the 
intolerably low standard of living of a large section 


101 The share of the bottom 20 per cent in rural and urban areas 
increased from 3.6 and 3.3 per cent in 1963 to 5.3 and 5.1 per cent in 
1973 respectively; in the estate sector; however, the share of the bot- 
tom 20 per cent declined from 8.6 per cent in 1963 to 7.5 per cent in 
1973. In terms of the Lorenz-ratio, the decline during the period 
was from 0.44 to 0.37 in the rural, from 0.49 to 0.40 in the urban 
and an increase from 0.27 to 0.37 in the estate sector. Ibid. 


of the population in the lowest-income brackets. — 
This makes absolutely imperative the need for 
fundamental changes in the pattern of income dis- 
tribution, even where existing inequalities do not 
seem to be remarkably great. The impact of 
conventional policies has not been constructive, and 
recognition of the problem has been the most not- 
able development of the Second Development Decade 
in the context of income distribution and social 
justice. This recognition has serious but meaningful 
policy implications. It certainly implies a welcome 
shift from the basically relative concept of distri- 
bution (with its controversial policy implications) 
to direct consideration of the more tangible pheno- 
menon of mass poverty, i.e. a state of living hardly 
sufficient to subsist and appalling to human dignity. 
This shift is also manifest in the widely propagated 
need for the “unified approach” to planning. 


The phenomenon of poverty, not itself a new 
development, is thus the vital aspect of over-all 
income distribution. To deal with it, many com- 
plicated conceptual and measurement problems need 
careful analysis. However, on certain simple con- 
siderations, it has been possible to determine the 
proportion of the people living below a certain 
“poverty line’: a line which is arbitrary, which 
evidently differs from country to country according 
to its environment and which needs to be adjusted 
overtime. For example, recent estimates in India 
suggest that, in 1968/69, about 40 per cent of 
people in rural areas and 50 per cent in urban 
areas were living below the poverty line, implying 
a minimum per capita daily consumption equivalent 
to 2,250 calories.1° 


In absolute numbers, these estimates imply that 
about 250 million people are living below an 
austerely defined poverty line in India alone. In 
Pakistan, on the basis of two measures of poverty 
line, viz. Rs 375 and Rs 300 per capita per annum 
related to certain nutrition norms, the proportion 
of people below the poverty line were about 59 
per cent and 25 per cent respectively in 1969 and 
1970.1° Using more simplified assumptions of the 
poverty line at $50 and $75 per capita per annum 
at 1964 prices, the situation of poverty in 1969 in 
some ESCAP countries is indicated in table II-29. 
These figures should be read with great caution; 
they are included here to give a broad indication 
of the magnitude of the problem. 


Data more recent than 1969 are not available 
to indicate the direction of change in the magnitude 
of poverty, but, evidently, the current inflationary 


102 Dandekar and Rath, Poverty in India, 1972. 


103 §_ M. Naseem, The Pakistan Development Review, vol. XIV, 
vol. 2, 1974. 
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Table IJ-29. PopuLATION BELOW THE POVERTY LINE 


GNP 


Population below $50 Population below $75 


. Population 

(1569, Us) (million) ittion) (%) (million) (%) 
India . 97 537.0 174.5 32.5 365.2 68.0 
Pakistan® . 100 146.3 41.0 32.5 70.7 56.0 
Philippines 164 37.2 10.4 28.0 16.0 43.0 
Republic of Korea 180 31.3 1.4 10.5 3.6 27.0 
Sri Lanka? 159 12.3 4.3 35.0 6.5 53.0 
Thailand . 140 34.7 13.2 38.0 18.2 52.5 
Source: Chenery, John Duloy and Richard Jolly (ed.) ‘Redistribution with growth: An approach to 


policy” (mimeo.), University of Sussex, England. 


* For Pakistan and Bangladesh (formerly West and East Pakistan). 


> Estimated on similar assumptions. 


situation and other problems facing these countries 
will have aggravated the situation. 


The staggering magnitude of people living below 
the subsistence level is quite obvious from the table. 
It should also be recognized that these proportions 
relate to the aggregation of people located at the 
tail-end of the income scale. The conditions of 
these whose incomes are far below the poverty line 
further emphasize the desperate urgency of the 
problem. Moreover, the conditions of those who 
are immediately above the poverty line may not be 
much better than the conditions of those who are 
immediately below it. 


The existence of a substantial magnitude of 
poverty therefore is the vital problem facing several 
developing countries of the region. Poverty of such 
proportions cannot continue without far-reaching 
implications. The review also focuses the ineffec- 
tiveness of some of the powerful distributive policies 
in the context of the current strategies. The coun- 
tries concerned, therefore, face a stupendous task 


of solving the poverty problem which cannot be 
sufficiently tackled with “additive” or “marginal” 
changes in current strategies. Even reasonably high 
growth rates with constant levels of income inequality 
may not make a significant dent on the problem 
of poverty.1% 


Short of a radical approach, it is difficult to 
foresee how these countries could deal significantly 
with the problems of mass poverty. Thus, there is 
an urgent need for “planning for the masses’, 
involving substantive changes in institutional and 
administrative frameworks, strategies and priorities, 
and in allocation, production structure and other 
specific policies. 


104 For example, according to certain projections in India, even a 
6 per cent rate of growth in net domestic product, and a 5.3 per cent 
rate of growth in private consumption (implying an increase of about 
3 per cent per capita consumption) between 1968/69 and 1980/81 
would only raise the per capita consumption of the poorest second 
decile from Rs 230 to Rs 320, which is still 25 per cent less than the 
minimum standard of living estimated at Rs 430 (in 1967/68 prices) : 
Government of India, Fourth Five Year Plan, 1968/69-1973/74. 
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Chapter III 
CURRENT FOOD SHORTAGES AND POLICIES 


The oft-told tale of the food situation in this 
part of the world has taken sombre overtones 
towards the middle of the Second Development 
Decade. The glimmer of a significant breakthrough 
in food production towards the close of the First 
Development Decade is now blurred in countries 
with chronic food problems. Current economic 
developments in the international scene do not 
encourage the recapture of the original momentum. 
Balance of payments pressures have intensified in 
both the poor and the comparatively affluent coun- 
tries in the region. 


In this retelling, the emphasis is on food pro- 
duction and related policies that are required in the 
context of acute balance of payments pressures. 
Aspects of various agricultural inputs and infras- 
tructural facilities are discussed individually, and a 
framework for food-production policies is suggested 
in view of the current balance of payments difficul- 
ties. Many imponderables, not considered here, shape 
the transition from traditional to modern agriculture. 
The administrative leviathan has to be put to work 
for the farmer. Without the necessary political will, 
great changes in the rural structure and institutions 
necessary for mcdernization of agriculture will not 
come about. 


(a) Current food shortages 
(1) Production trends 


During the period 1961-1963 to 1971-1973, the 
growth in the production of rice, which is the 
ESCAP region’s main staple and accounts for about 
two-thirds of the total grain supply, failed to keep 
pace with population growth in Bangladesh, Burma, 
India, the Philippines and Thailand. In Pakistan 
and Indonesia, however, it exceeded the population 
growth rate. Wheat is the conspicuous example 
of a foodgrain for which the rate of increase in 
production outstripped the rate of population growth 
in India as well as Pakistan. Apart from Indonesia, 
the increase in maize output tended to outpace 
population increases, especially in India, the Philip- 
pines and Thailand. Such comparative growth rates 
provide little basis for optimism. 


Except for Thailand, the ESCAP developing 
countries have fixed production targets for crops 
other than wheat which significantly exceed the rate 
achieved between 1961-1963 and 1971-1973 (see 
tables III-1 and III-2). 


Table III-1. RATES OF GROWTH AND ANNUAL 
FLUCTUATIONS IN PRODUCTION OF SELECTED 
CEREALS IN MAJOR PRODUCING COUNTRIES, 
1961-1973 
(in percentages) 

Average 


Rate of growth _ fluctuation from 
tren 


Rice (paddy) 


Bangladesh ys es ey x 3 7.1 
Burinarrcr cis sf oie he Aes ce 0.8 4.1 
idiae eters ee) Meee de Or 6.9 
Endonesiass at) 0 EU. 4.6 5.4 
Pakistani fee oer eae 8.2 7.4 
Mislippinesicy <i “pis ae; 2 52 
Mhatlandte ct -eowede se 1.9 By! 
W heat 
Rid facses) Hien’) PAO, 8.9 11.6 
Pakistan. ppsaeceme sil sous 6.4 8.3 
Maize 
Tindadeeer tes aie \ wens Ws és 3 6.7 
Indonesia: Yaka cheese —1.0 ESi7 
Phitippines.. © os 4 se 5.5 3.6 
piinaitanid @ aed eerie seu 11.3 10.1 


Source: FAO, A Preliminary Review and Appraisal of Progress 
of Agricultural Sector in the Region during DD2 
(FERC/74/4), Twelfth FAO Regional Conference for 
Asia and the Far East, Tokyo, June 1974. 


Table III-2. ANNUAL VARIATIONS IN RICE, WHEAT 
AND MAIZE OUTPUT IN SELECTED ESCAP 
DEVELOPING COUNTRIES 
(in percentages) 


Growth rate, Annual change in production 


pln target’ 4 497) 1972 19738 

Rice 

Bangladesh 3.8? — — — 

Indiaee:. fe) 457%. 5.9° 3 —11.6 14.0 

Indonesia - . . 10.0° — —2.9 12.1 

Philippines . . (Sots — —19.9 2k 

Thailand 165 — —17.8 GA 
Wheat 

Beda vane ers 5.9° 11.5 —5.6 28.4 
Maize 

Indiabytet 4.) se are 5.2° —31.8 PANG! 4.7 

Indonesia aL 5.9°¢ — —13.8 10.2 

Philippines vere 8.0% —_— —8.5 20.1 

‘Thalands's 5.9° —42.8 80.1 


Sources: FAO, Monthly Bulletin of Agriculture, Economics and 
Statistics and national development plans. 


* Estimated. ° 

> 1973-1978. 

© 1969/70-1973/74. 
4 1971-1974. 

© 1972-1976. 
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There continued to be a high degree of in- 
stability in cereal production. This was indicated 
by the average percentage fluctuations in many 
countries’ growth trends for most products during 
the decade. The fluctuations often exceeded the 
growth rates, the main exceptions being those for 
rise in Pakistan and maize in Thailand. Even in 
the case of wheat, which has benefited from improved 
technology, the average fluctuation was greater than 
the growth rate itself. The fluctuations were largest 
in the case of minor cereals, as indicated in table 
III-1 by the experience of maize. 


Data series available for the Second Develop- 
ment Decade are too short for comparative purposes. 
The 1972 year was probably the worst year in a 
decade, and imposing an exacting test on the inherent 
stability and permanence of the productivity gains. 
In almost all the countries the decline in 1972 was 
greater than the degree of fluctuation for the period 
between 1961-1963 and 1971-1973. 


(2) Nutritional levels 


With few exceptions, the rate of growth in food 
production in ESCAP developing countries during 
1952-1972 has not been equal to that in domestic 
demand for food (table T1I-3). With the exception 
of Thailand, Malaysia and the Republic of Korea, 
the ESCAP developing countries show shortfalls in 
the energy requirements. Developing countries, 
which are below the regional average in terms of 
both calorie and protein intake, have achieved the 
slowest rate of increase in food production. It 
should be emphasized in this context that, even if 
a diet is adequate in its protein content, if the 
quantity of food consumed is insufficient to meet 
the energy needs, some of the protein will be mainly 
used as a source of energy and hence not fully 
utilized for its protein functions. 


The trends in per capita food output in the 
major food-deficit countries since 1971 do not 
indicate any improvement in the nutritional levels. 


Table III-3. PopULATION, FOOD SUPPLY AND DEMAND FOR FOOD 
IN ESCAP DEVELOPING COUNTRIES 

Population Food be Sr ee ale diet» Pissaert 

production® food.< (kilo-calories (percentage (grammes 

(percentage rate of growth per year®) hie si Beth rte pile’ 
Afghanistan 195 1.7 2.2 1,970 81 58 
Bangladesh spd 1.6® ve 1,840 80 40 
Burma PRD 2.4 3.3 2,210 102 50 

India . 2.1 2.4 3.0 2,070 94 52 

Indonesia . 25 2.0 2.6 1,790 83 38 
Iran 2.8 3.3 DA 2,300 96 60 
Laos ‘ 2.4 5/) oe 2,110 95 49 
Malaysia (West) . 3.0 Ded 4.3 2,460 110 54 
Pakistan 3.0 3.0 4.2 2,160 93 56 
Philippines 3.2 4 4.2 1,940 86 47 
Republic of Korea 2a 4.8 4.7 2,520 107 68 
Republic of Viet-Nam® . 25 4.3 3.2 2,320 107 53 
Sri Lanka 2.5 3.6 3.1 2,170 98 48 
Thailand . 3.1 5.3 4.6 2,560 115 56 

Source: United Nations World Food Conference: Assessment of the World Food Situation, Present and 


Future, pp. 51-54. 


* Food component of crop and livestock production only (i.e. excluding fish production). 


» Calculated on basis of growth of population and per capita income, and estimates of income 
elasticity of farm value of demand in FAO Commodity Projections 1970-1980. 


© Total food, including fish. 
41969-1971 average. 
° Exponential trend 1952-1972. 


* Revised standards of average requirements (physiological requirements plus 10 per cent for 


waste at household level). 
® 1962-1972. 
® Now Republic of South Viet-Nam. 
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National aggregate estimates of food supplies obscure 
the wide differences in levels of nutrition among 
different socio-economic groups of the population. 
Although data for the past three years are not 
available, it is not hard to visualize the low nutri- 
tional levels in the poorest sections of the population: 
the small subsistence farmers, the new urban 
immigrants, the landless labourers and, in particular, 
the children of the poor. 


Pulses provide the main source of protein for 
a large number of developing countries in the region. 
Their output has shown a continuous and _ signi- 
ficant decline in important producing countries like 
Pakistan and India, as table III-4 shows. 


Table III-4. PRODUCTION OF PULSES* IN SELECTED 
ASIAN COUNTRIES, 1971-1973 


(in thousand metric tons) 


Average 


production 1971 1972 1973 
1961-1965 
Bangladesh . |. 85 119 115 120 
Banat e des ee ts 200 212 252 257 
Cmsaees 2. . 4,260 4,826 4,896 4,927 
Wace dB 307 7,955 7,093 6,769 
aes bess ss 49 50 50 55 
Khmer Republic?. . 19 28 22 25 
Batsstan es 682 549 561 570 
Republic of Korea . 19 29 33 36 
Mipanland). 9.02... - 89 185 195 211 


Source: FAO, Monthly Bulletin of Agricultural Economics and 
Statistics, vol. 23, Nos. 1 and 2. 


= Composed of dry beans, dry peas and chick peas. 
Now Cambodia. 


(3) Import-dependence 


The major disquieting feature of the food scene 
in the region at present is the continued import- 
dependence of those developing countries which had 
achieved a breakthrough in food production at the 
end of the 1960s. For instance, India’s imports of 
foodstuffs, which had increased in 1973 in value 
terms to two and a half times their level in 1972, 
are anticipated to increase further by 90 per cent 
in 1975, while Bangladesh’s need for food imports 
in 1974/75 is estimated to be 13 per cent of its 
consumption requirements. 


These countries have low per capita incomes 
and foodgrain consumption. Their current plight 
has to be viewed in the context of the present 
global supply and aid situation with respect to 
foodgrains, as well as to vital inputs like fertilizers 
and pesticides. They are all the more disquieting 
as the countries affected are highly populous and 
have intense balance of payments pressures already. 


(b) Material inputs 


(1). Development of land resources 


In the developing countries of the region, nearly 
80 per cent of the potential land for cultivation is 
already used for cropping. With the pressure of 
population on land and progressive exhaustion of 
uncommitted land resources, a continuing decline 
can be expected in the growth rate of total arable 
land in the region, accentuating the need for in- 
creased productivity. However, there are variations 
among the countries of the region with respect to 
the opportunities that remain for adding to arable 
land, with Malaysia, the Philippines, Sri Lanka, 
Thailand! and Indonesia having the greatest scope. 


The countries vary also with regard to the scope 
for and the ways of settling new land under 
cultivation. These include: fringe settlement in 
Malaysia and Thailand in the first half of the 
1960s; tideland reclamation in the Republic of 
Korea; grazing areas in Pakistan; forest clearance 
in Malaysia, Indonesia and the Philippines; and 
hilly areas involving soil conservation measures, 
ranging from bench terracing in China and the 
Republic of Korea to contour terracing in India. 
In this context, countries where arable farming 
dominates the land-use pattern require a careful 
appraisal of the statistics on area not used for 
cultivation and classified as ‘“‘wasteland” in order 
to identify the scope for addition to arable land. 


The economic objectives in the settlement of 
new areas include not only increased food produc- 
tion, but also the clearing of land for commercial 
export crops in Malaysia and the utilization of 
forest resources and transmigration of labour in 
Indonesia. Tideland reclamation would involve the 
highest cost, while conversion of grassland to arable 
area would be the cheapest approach. However, 
the major factor in making an economic choice is 
obviously a comparison of the returns to investment 
in the intensification of production on existing land 
and with those to investment in clearing and settling 
land. As the scope for fringe settlement becomes 
exhausted, additional considerations affect the cost- 


1 The potential arable land, the arable area in 1961-1963 and that 
proposed according to the FAO World Indicative Plan for 1975 and 
1985 are indicated below: 


Potential 
estimated 
arable area 


Developed arable area 


Couairy (as percentage of potential) 


(million ha) 1961-1963 1975 1985 
India eds Sitet ect e20.00 95 96 97 
Malaysia (West) . 6.40 37 43 48 
Pakistan . . . 31.40 75 84 91 
Philippines . . 11.10 71 83 91 
Republic of Korea . 2.56 82 92 97 
Sri Lanka . 3.50 53 61 67 
Thailand » eee Se 12607 41 47 48 
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benefit ratio, including the need for new infrastruc- 
ture and the clearing of forest areas through 


mechanization instead of human labour. Moreover, 


the economic benefits from newly settled land would 
depend on the prospects for export crops grown 
on it, as in Malaysia, and on the cultivation of 
crops suited to it, as in Indonesia. 


New land development has been vigorously 
pursued in Malaysia where, in West Malaysia alone, 
the potential area for development is estimated to 
be nearly as much as the present cropped area in 
the whole federation. The public sector has played 
a dominant role in new land development, ranging 
from federally financed, executed and managed 
schemes for clearing land and settling people in 
large areas, through the Federal Land Development 
Authority (FLDA), to schemes under which the 
state makes land available to individual settlers who 
provide development capital, with different degrees 
of support from the public sector. 


During the second Malaysia plan (1971-1975), 
the FLDA schemes alone are expected to cover 
nearly half of the total public sector development 
target of about 650,000 acres. These organized 
schemes are devoted almost exclusively to the in- 
creaséd production of export crops in Malaysia, 
and are expected to raise value-added in agricultural 
production from 2.5 per cent in 1970 to 10 per 
cent in 1975. The settlement schemes have been 
found to be financially viable, with respect both to 
yield, compared with the modern estate sector, and 
to the cost of job creation, compared with the 
manufacturing sector. 


Indonesia, it is well known, has considerable 
unused land resources in its outer islands and there 
has been an officially-sponsored transmigration of 
families on a modest scale, along with a larger 
number of unassisted migrants. Transmigration 
efforts in the past have been limited by such factors 
as: the need to select sites on the basis of accessi- 
bility and the need for commercial land ownership; 
the search for cropping patterns similar to those 
in Java, ie. based on irrigation rather than the 
climatic and soil conditions in the outer islands; 
insufficient attention being paid to the needs of 
small-holder settlements based on tree crops; and 
the need for greater infrastructural development, 
including inter-island shipping. During the past 20 
years about 150,000 families have been settled, but 
current plans are to double the number per year 
to 15,000 families, with increasing attention to the 
factors which have impeded settlement efforts in 
the past.? 


? The limited role of the transmigration in dealing with population 
pressure and unemployment is referred to in chapter VII. 


Where arable areas have been long under 
cultivation, soils are losing their fertility. Soil con- 
servation measures are needed urgently, but most 
of them are capital-intensive. In the years imme- 
diately ahead, reclamation of “‘bad” lands and soil 
amendment should be pursued as a phased pro- 
gramme, beginning with field trials to determine 
areas for soil conservation at the least cost. 


(2) Assured water supply and management 


An assured water supply and its management 
play a critical role in the modern transformation 
of agriculture. The “green revolution”, in parti- 
cular, is exacting in the amount and timing of 
water requirements for plants at critical growth 
periods. At present, the irrigated area of the 
ESCAP region as a whole covers only about one-fifth 
of the cropped acreage. It has attracted the lion’s 
share of public investment for increasing agricultural 
production. 


The main general problems in the immediate 
future concern the better use of the irrigation poten- 
tial already existing, the scope for minor irrigation, 
and the integration of groundwater development 
with surface water development. The importance 
of the economic use of water can be illustrated by 
the case of India, whose total water requirement 
for 1973/74 is estimated at about 45 million 
hectare-metres, including a net irrigation requirement 
of 31.8 million hectare-metres compared with an 
estimated net water supply available for irrigation 
of only 20.97 million hectare-metres. 


An important aspect of water development 
which needs immediate attention is the proper 
maintenance of the reservoirs of the large irrigation 
projects: some instances of significant silting have 
occurred. This problem affects minor irrigation 
works as well. 


Other factors which have to be dealt with to 
ensure better utilization of the existing irrigation 
facilities include: the lack of smaller capacity 
outlets and of field channels constructed to reach 
the farms; the costs of such land and farm irrigation 
developments as the levelling of fields; and the 
lack of water control and management at the farm 
level arising as much from the farmer’s ignorance 
as from the lack of channels to connect the canal 
outlet to his farm. Local organizations for con- 
struction, operation and maintenance of minor 
irrigation channels and drains need to be formed, 
and farmers. should be made aware of the need 
for improved farm practices before irrigation starts. 
Proper design of the on-farm irrigation facilities 
must also take into account the requirements for 
subsurface and surface drainage, erosion control and 
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protection from sediment and floodwater. More- 
over, the problem of drainage, which has led to 
widespread deterioration from water-logging and 
salinity, have now begun to attract serious attention; 
they can be tackled effectively only on a large scale, 
not at the farm level. 


Minor irrigation works have important roles, 
including: providing lift irrigation through pumping 
at canal heads or suitable intermediate points; 
pumping from tube and other wells; and providing 
tanks and, in water-scarce areas with special soil or 
contour characteristics, sprinkler and drip irrigation. 
Depending on the height involved, lift irrigation 
can be operated by human or animal power, but 
river and canal pumping and tubewells have usually 
to be operated through diesel engines or electric 
motors; sprinkler and drip irrigation also require 
such mechanization. 


The recent sharp increases in oil prices and 
the inadequate supply of electricity have adversely 
affected these operations. If food production is to 
receive the highest priority in government policies 
in the immediate future, concessionary measures 
affecting the supply of oil and electricity to this 
sector will be required. There is also scope for 
renovation and improved maintenance of existing 
minor irrigation schemes, such as tanks, wells and 
canals, while community irrigation organizations 
have to be revived or newly organized. 


Finally, greater integration in the use of surface 
water and groundwater is necessary. This implies 
more knowledge of the availability and dependability 
of both sources than many ESCAP developing 
countries possess at present. Surface water can be 
used to replenish groundwater aquifers by recharg- 
ing them in times of excess surface flows so that 
pumping from the groundwater sources may be 
done when surface water is deficient. The im- 
portance of storage of surface water in suitable 
reservoirs is readily apparent in areas which get 
flooded. In this context, there has to be a greater 
impetus to construction of open and tube wells, 
wherever geological formation and soil permeability 
permit. 


As many water problems are peculiar to low 
rain-fed areas and, particularly, to dry farming in 
them, these two aspects are discussed separately in 
the following. 


(i) Low rain-fed areas 


The advent of the “green revolution’ and its 
requirement of assured water suply, along with 
complementary inputs, have tended to attract atten- 
tion away from the problems of rain-fed areas in 
ESCAP developing countries. However, a large 


proportion of the area which is dependent on rain 
makes a substantial contribution to the regional 
output of foodgrains, oilseeds, pulses and cotton. 
Indeed, the most important food crop, rice, is largely 
dependent on monsoon rains. How to increase 
production and ensure its stability in rain-fed areas 
poses a challenge that has to be met in the agricul- 
tural strategy during the Second Development 
Decade; particularly intractable in this context are 
the problems of semi-arid and arid zones. 


Low-rainfall countries have been identified by 
FAO as those having measurable land areas which 
could be termed either arid or semi-arid by Meig’s 
definition; or where seasonally low rainfall presents 
critical problems even though total rainfall might 
define them as humid or sub-humid.? Such low- 
rainfall areas account for nearly 90 per cent of the 
total in Pakistan and Iran, about 80 per cent in 
Afghanistan, about 42 per cent in India and about 
25 per cent in Sri Lanka. Protective irrigation 
covers more than three-quarters of this area in Iran 
and Pakistan and about one-fifth in India, but less 
than one-tenth in Afghanistan and Sri Lanka. 
Increasing the production and ensuring its stability 
in low rain-fed areas thus require the extension of 
irtigation facilities or, where such extensions are 
not possible, measures to ensure the maximum 
production possible on the basis of the moisture- 
content of the soil. 


Problems in rain-fed cultivation arise not only 
from low rainfall but also, in some areas, from 
markedly seasonal rainfall often of exceptional in- 
tensity, producing flooding in many of the region’s 
river basins. Such flooding causes or compounds 
the problems of water-logging, salinity and erosion. 
Flooding occurs regularly in the Mekong delta area 
of the Republic of Viet-Nam,* in the central part 
of the Brahmaputra basin of India, on the Nan 
river plain of Thailand and in the central Luzon 
area in the Philippines. In addition, parts of the 
alluvial areas of India and the northern Indus Valley 
and some areas of the Republic of Korea are 
subject to irregular flooding. This inevitably res- 
tricts crop choice to floating rice, inhibiting the 
adoption of high-yielding varieties and modern 
inputs. While the water-logging, salinity and erosion 
problems call for long-range measures, more pro- 
gress should be made towards the discovery and 
adoption of flood- and disease-resistant varieties. 


(ii) Dry farming 
In the rain-fed areas, dry farming presents 
distinct and challenging problems. The traditional 


3 FAO, Improving Productivity in Low Rainfall Areas (COAG/ 
74/4), March 1974. Meig’s definition is derived in terms of rainfall, 
moisture and evaporation variables. 

* Now Republic of South Viet-Nam. 
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characteristics of dry farming —low income and 
low resource productivity — have become relatively 
more pronounced since the “green revolution” and 
the unequal spread of its benefits. Dry farming, 
which is of particular importance in such developing 
countries as India and Pakistan, has a significant 
contribution to make in the production of inferior 
foodgrains. Development strategy for dry farming 
should be conceived in the light of the contribution 
which it can make towards increasing food output 
in spite of the limited supply of agricultural inputs 
available for it; in the long run, the role of dry 
farming in livestock production could be expected 
to increase. 


Problems characteristics of dry farming are 
evident, particularly in the low-rainfall areas, 
whereas the problems in comparatively heavy-rainfall 
and medium-rainfall areas are related more to the 
extension of irrigation facilities or to suitable crop 
cultivation in their absence. Agricultural conditions 
in dry-farming areas can be illustrated by reference 
to the arid Indian region of Rajesthan, which has 
an extremely low (between 5 and 20 inches) and 
erratic rainfall; largely sandy soils; generally brackish 
or saline subsoil water at depths of as much as 
500 metres in some places; and low and sparse 
vegetation consisting mainly of drought-hardy shrubs 
and perennial grasses.* The pressure of population, 
both human. and livestock, and the subsistence 
nature of desert farming, have resulted in the 
extension of ploughing to submarginal lands, with 
consequently low productivity and disregard of con- 
servation precautions. 


Dry-farming areas are significant producers of 
coarse cereals, such as jowar and bajra, which figure 
in the poor people’s diet and have comparatively 
low market values. Lack of profitability and 
moisture-deficiency prohibit the adoption of modern 
technology in their production. In view of the 
inelastic demand, a small increase in supply has a 
more than proportionately depressing effect on 
prices: hence their production is both inefficient 
and unstable. 


The comparative advantage of arid regions for 
specialization in livestock farming is well-known; 
such advantage can be enhanced by suitable measures 
for conservation and economy in the use of scarce 
water. However, a rapid transition to large-scale 
commercial livestock farming is not feasible; there 
has been a gradual switch, as generally recommend- 
ed, to cultivation of new crops, such as soybean 
and sunflower, or deep-rooted crops, such as 


>N. S. Jodha and V. S. Vyas, Conditions of Stability and Growth 
in Arid Agriculture, (Agro-Economic Research Centre, Vatabh Vidya- 
nagar, 1969), chap. I. 


mustard, in the place of comparatively shallow-root- 
ed wheat. However, coarse cereals continue to be 
the major output in dry-farming areas. There is 
a need, therefore, for a technological breakthrough 
in the evolution of efficient as well as cheap dry- 
farming technology for the traditional output of 
coarse foodgrains. 


While such technology is being evolved, it has 
been experimentally established that crop productivi- 
ty in the dry region can be raised by soil, water 
Management and moisture-preservation practices. 
These include deep ploughing, deep placing of 
fertilizers and foliar feeding of nitrogen, and water 
harvesting by widespread_installation of small water 
reserves. Some of the conservation measures, such 
as shelter-belts, micro-wind breaks, bunding and 
mulching, have proved their contribution to increased 
production on farms following experiments in the 
Central Arid Zone Research Institute in India. 
Along with low-cost technology, there is also a 
need for improved farm tools and equipment re- 
quired by small farmers in arid zones, both for 
cultivation and conservation purposes. 


(3) Supply of quality seeds 


Seed is a basic input in agricultural production 
and has to be supplied to the farmer at the required 
time, in adequate quantities and without deteriora- 
tion in quality. Where the supply of certified seeds 
is not adequate and timely, their propagation is 
generally from farm to farm, with resultant deterio- 
ration in quality. With the advent of the “green 
revolution” hybrids and high-yielding varieties of 
cereals, many developing countries have implement- 
ed programmes for the production of breeder 
(nucleus) seed, foundation seed and certified seed, 
seed inspection, quality control and certification. 
While breeder seeds are produced under rigorous 
conditions, their multiplication into foundation seed 
and certified seed is carried out. under varied 
institutional arrangements. Greater attention has to 
be paid to improved seed supply programmes for 
minor cereals, construction of adequate storage 
facilities for short-duration high-yielding varieties 
which sprout quickly, and arrangements for field 
tests to ensure the quality of seeds supplied by the 
various agencies. 


(4) Fertilizer supply 


Developing countries in the ESCAP region are 
facing a crisis in meeting their growing fertilizer 
requirements. The full burden of the fertilizer 
crisis is already reflected in the continuing deteriora- 
tion in their balance of payments and is felt in the 
adverse effects on the production of 1974 winter 
crops. 
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According to export estimates for 1974/75, de- 
veloping Asian countries, including centrally-planned 
economies, face shortfalls in domestic supplies to 
meet demand for all the three fertilizers. In the 
case of nitrogenous (N) fertilizers, which constitute 
two-thirds of their domestic demand, the deficit 
between demand and domestic supplies in 1974/75 
is about 2.03 million metric tons, while the world- 
wide deficit is expected to be 0.4 million tons. 


Forecasts of the future trends are subject to 
many limitations, For example, there may be pro- 
nounced shifts in priorities towards greater food 
production, but meanwhile investment in fertilizer 
plants may be accelerated. With the present rate 
of the investment in such facilities, it is estimated 
that the total deficit in nitrogenous and phosphate 
(P) fertilizers for the developing world will nearly 
quadruple in this decade from 4.5 to 18.3 million 
tons. 


Among the ESCAP developing countries, ten- 
tative estimates taking into account firm investment 
commitments up to the first quarter of 1974 indicate 
that, even by 1980/81, the dependence on imports 
might amount to nearly half for nitrogenous, 
phosphate and potash (K) fertilizers in India, one- 
third for N and three-quarters for P in Pakistan, 
one-half for N in Bangladesh and much higher 
proportions in the cases of the Philippines and 
Thailand. 


While the developing countries have been sub- 
stantially. dependent on the developed countries for 
their fertilizer supplies, net imports of fertilizers into 
developing countries at present form only a small 
part, less than 10 per cent, of the fertilizer pro- 
duction of developed countries. Thus, supply of 
fertilizers to developing countries and their prices 
have been dependent mostly on the over-all supply 
and demand conditions in the developed world. 
This inevitably makes supply precarious at a time 
of general fertilizer shortage. The developing coun- 
tries in the ESCAP region must increase their self- 
reliance in an essential commodity like fertilizer 
through increases in national production or through 
regional arrangements, 


Fertilizer supplies can be augmented from within 
the region in various ways. First, installed capacity 
could be more fully used. At present, existing 
capacity is underutilized to an average extent of 
nearly 40 per cent in many countries of the region. 
Such factors as labour unrest, transport bottlenecks, 
lack of supply of spare parts, shortages of electricity 
supply and inadequacies in management are respon- 
sible for this. While solutions to these problems 
are being sought, special attention has to be paid 
to the need for a stable supply of feedstock (the 
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prices of which have increased immensely) at a 
reasonable cost to importing developing countries. 


Second, production capacity could be increased 
to satisfy the domestic market by using the in- 
digenous raw material base: petroleum in Indonesia 
and Iran, natural gas in Bangladesh, Brunei and 
Pakistan, coal in India and rock phosphates in 
India and Pakistan. Except for Brunei and Iran, 
these are capital-scarce countries with balance of 
payments pressures and long delays in project 
formulation and implementation. Hence, a signi- 
ficant part of domestic demand is likely to remain 
unfulfilled in the near future. 


Brunei and Iran and, to a lesser extent, 
Indonesia are in a favourable position, both with 
respect to raw materials and investible resources, to 
increase their output of fertilizers and make available 
their export surplus to other ESCAP developing 
countries. This third approach may call for long- 
term intraregional supply and purchase guarantee 
and payment agreements on a bilateral basis. 
Multilateral aid-giving agencies could contribute 
towards the financing of such arrangements. 


Finally, instead of supplying only the end- 
products, Iran and Indonesia could supply feedstock 
to consuming countries for the manufacture of end- 
products. Or they could supply feedstock to 
countries which are endowed with phosphate re- 
sources used in the manufacture of compound 
fertilizers with which the region would then be 
supplied. Some of the consuming countries have a 
large internal market, have built up necessary ex- 
pertise, have skilled labour available at comparatively 
low wages, and are endowed with sources of energy, 
such as coal. The economies of such projects, 
carefully analysed, may point to “bankable’’ pro- 
jects attractive to investment. Such projects could 
stimulate regional co-operation and investments 
among the ammonia-exporting and fertilizer-pro- 
ducing countries and the fertilizer-consuming coun- 
tries in the region. This could take such forms 
as joint ventures or mutually-reinforcing parallel 
investments. 


External aid and technical assistance will have 
to be sought by ESCAP developing countries for 
fuller utilization of, and addition to, installed 
capacity for fertilizer manufacture. However, the 
oil-exporting countries and the fertilizer-scarce coun- 
tries in the region might come together and work 
out mutually advantageous arrangements among 
themselves for new production and trade patterns 
on a regional basis, without prejudice to existing 
bilateral provisions for assistance in increasing 
fertilizer supply. 
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Optimum use should be made of the limited 
supplies available, while external aid is sought for 
domestic production of fertilizers and emergency 
aid for fertilizer distribution® is being worked out 
on an international basis. In many of the coun- 
tries, more retail outlets are needed to ensure timely 
supply before the manuring season and for adequate 
quality control. In this context, proper storage 
facilities for fertilizers have to be augmented con- 
siderably. Moreover, better facilities for the rapid 
testing of samples of fertilizers available to the 
farmers are needed, and the farmers must be made 
aware of such facilities and helped to distinguish 
standard materials from spurious ones. 


Maximum contribution to production from 
available fertilizer supplies would be ensured if 
priority were given to their use, along with assured 
water supply, high-yielding varieties, insecticides, etc. 
and, in rain-fed areas, on land with adequate 
moisture content. Wide and speedy implementation 
of fertilizer-saving practices is also necessary. 


For example, fertilizer wastage might be avoided 
if fertilizer recommendations were given after a 
careful study of the varied requirements for different 
soils, instead of general blanket recommendations 
for a particular geographical area on the basis of 
statistical averages. Where only one particular type 
of nutrient is required, it alone should be recom- 
mended rather than all the three (NPK) in the 
name of balanced fertilization. In areas where there 
is multiple-cropping, the residual effects of fertilizers 
applied to the previous crops should be taken into 
account. There has been successful production of 
varieties which yield higher yields in soils where 
only one of the three nutrients is absent. 


Furthermore, there are various agronomic prac- 
tices which have been proved to enhance the yield 
from fertilizer applications or to reduce fertilizer 
requirements. The liming of soil, special methods 
of placement of fertilizers, and the simultaneous 
application of small amounts of such micro-nutrients 
as zinc and manganese are examples of such prac- 
tices. Locally-available rock phosphates, when fine- 
ly ground, could also be utilized for economy in 
the use of superphosphates. 


The present scarcity of inorganic fertilizers 
should stimulate many ESCAP developing countries 
to exploit fully the contribution which organic 
manures can make to food production. The use 
of organic manures is as old as agriculture itself. 


® In response to the resolution adopted by the Economic and Social 
Council following the sixth special session of the General Assembly 
in May 1974, FAO inaugurated the International Fertilizer Supply 
Scheme to assist developing countries to procure needed fertilizers at 
reasonable costs through the establishment of a world fertilizer pool. 


It is well known that they are low in nutrients and 
hence need bulky applications, that their transforma- 
tion into soluble nutrients takes time, and that some 
of them, such as unprocessed human waste, can 
constitute a health hazard and may not be useful 
to plants. 


On the other hand, the nutrients which they 
do supply can play a key role in replenishing soil 
properties, especially when their effectiveness is 
enhanced by proper combination with inorganic 
fertilizers. Thus, organic manures are important by 
themselves,.can make up some of the shortfall in 
the supply of inorganic fertilizers when processed, 
and can be used more effectively along with in- 
organic fertilizers. _ i 


In ESCAP developing countries, organic manu- 
res are utilized in various ways depending on the 
type. The many organizational and practical pro- 
blems in collecting and using them have to be dealt 
with effectively. The processing of organic waste 
has also been attempted successfully. There is 
variation in the production of green manures and 
this needs to be studied in detail. 


Precise figures on the output and use of organic 
fertilizers are not easily available. Only their order 
of magnitude is known. Also, some developing 
countries, such as China, depend heavily upon 
organic fertilizers, while others use large quantities 
of chemical fertilizers. A systematic study on the 
availability and pattern of use would be useful by 
itself, especially as a basis for estimating potential 
availability. The latter is known to be huge. 
Since there are various practices with respect to 
the collection and use of organic manures, there 
is need for interchange of experience and dissemina- 
tion of information among countries in the region, 
leading to increases in, and modernization of, the 
production of organic manures. 


(5) Plant protection 


There is plentiful evidence of the immense 
losses caused by plant diseases and pest attacks in 
the developing countries of the region. The need 
for plant-protection measures has increased with 
the spread of the “green revolution” based on 
high-yielding varieties. The latter are often not 
resistant to local diseases and pests and thus provide 
a favourable environment for pests, enhanced by 
higher plant density and multiple-cropping. 


Plant protection calls for measures at every 
stage of cultivation: seed dressing with protective 
chemicals, which has proved to have the highest 
benefit-cost ratio among chemical plant-protection 
measures; eradication of weeds, traditionally done 
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with manual labour but requiring a combination of 
herbicides with manual labour and machines in the 
case of high-density crops; post-sowing protection 
measures such as spraying (through aerial operations 
for large areas or collective action by farmers’ 
organizations with government support) and the 
farmers mixing new granulated chemicals in irriga- 
tion water. Infrastructural facilities needed for 
effective plant protection are inadequate in many 
developing countries of the region. Such facilities 
include early warning systems and farm advisory 
services on pest-control chemicals — their require- 
ments for specific diseases, their exact dosage and 
safety measures. 


According to an estimate by UNIDO, the 
demand for pesticides in many developing countries 
has been growing at the rate of 20 per cent a year, 
with insecticide use increasing at between 15 and 
20 per cent, fungicides at 10 per cent and herbicides 
at a high 30 per cent. Although some developing 
countries, such as India and to a lesser extent 
Pakistan, the Philippines and the Republic of Korea, 
are producers of pesticides and simple plant-protec- 
tion equipment, they are dependent significantly on 
imported technical-grade material and modern spray- 
ing equipment. 


In addition to the oil produced in several 
countries, the region has potential for sulphur 
production in Indonesia, for significant production 
of copper in the Philippines and for chlorine pro- 
duction in the Philippines and Thailand. Thus 
subregional and regional co-operation projects for 
the production of pesticides might be usefully imple- 
mented. In the immediate future, however, the 
available supplies of pesticides in the developing 
countries of the region have to meet the claims 
of areas under high-yielding varieties if the fruits 
of the “‘green revolution’’ are not to be pre-empted 
by pests and diseases. 


(6) The role of mechanization 


The potential contribution of greater mechanical 
power and better agricultural equipment to increas- 
ing farm output is readily recognized: it is estimated 
that more than 2.5 hp of mechanical power per 
hectare is used in developed countries compared 
with around 0.2 hp or less per hectare in most 
ESCAP developing countries. The importance of 
selective mechanization of agricultural operations 
has been generally recognized in the context of the 
conditions prevalent in the rural sector. Two of 
the many aspects of this context are the large 
degree of unemployment and underemployment, and 
the small scale of operations. The need for selec- 
tivity has been reinforced by the current increase 
in the balance of payments pressures in many de- 
veloping countries of the region. 


Mechanization is often adopted in large agricul- 
tural operations, such as land reclamation, earth- 
moving and soil improvement. It is also found 
necessary if maximum returns to the expensive 
inputs used in areas experiencing the “green re- 
volution” and multiple-cropping are to be achieved. 
In these cases, it can enlarge employment opport- 
unities by increasing the intensity of farming through 
a “package” of equipment — for ploughing, seed-bed 
preparation, disease control, harvesting, threshing 
and drying — required for improved farming prac- 
tices, and through cutting the time of operations to 
facilitate multiple-cropping. 


With the spread of mechanization, there has 
to be provision for adequate servicing and spare 
parts facilities. Where farm size is not large enough 
to justify individual investment in mechanization, 
multifarm use of tractors and equipment can be 
adopted: this is already practised to some extent 
in some ESCAP developing countries. Co-operative 
ownership of equipment is one way of organizing 
this, but other practices include government-hire 
schemes and private contracting operations. There 
is generally a greater need for maintenance and 
repair facilities and for efficient operating and main- 
tenance personnel. The task will be simplified as 
equipment used is standardized and the number of 
models reduced. Careful screening of imports, after 
pre-testing of the models under local conditions, 
would also help. 


In ESCAP developing countries, much greater 
innovative design, adaptation and improvement of 
the existing types of equipment, machines and 
implements are generally necessary. These should 
take due account of the farming conditions in the 
region, such as monsoon-fed rice production and 
the small scale of operations. In such innovative 
efforts, the possibility of using locally-available 
materials and skills for the economic production 
of equipment is still to be fully explored; the small 
harvesters designed specifically for harvesting short- 
stalk rice grains at various people’s communes in 
north China and the inexpensive bamboo tubewells 
for tapping groundwater successfully operating in 
some districts of India point the way here. 


Many developing countries in the region already 
produce a variety of agricultural equipment and 
tools; these include tractors in the few countries 
where industrial capacity, particularly in the iron 
and steel industry, is sufficient for their production. 
However, there is an increasing role for greater 
intraregional trade in farm equipment and tools 
manufactured in developing countries and for inter- 
change of information about innovations in farm 
machinery which would assist the process of selective 
mechanization. It has recently been proposed that 
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an Asian centre for agricultural machinery be 
established for the development of appropriate 
agricultural machinery through regional co-operative 
efforts. 


In the large areas which modern farming 
practices are still to reach, mechanization is neces- 
sarily selective, the more urgent need being to 
promote wider use of improved animal draft equip- 
ment and hand tools, along with more intensive 
use of labour available on the farms. Moreover, 
even in the capital-scarce ESCAP countries where 
so-called modern practices are available, great care 
must be taken to avoid unnecessary sophistication 
in the name of efficiency: the general abundance 
in the region of underemployed manpower requires 
that any plausible case for using machines must 
demonstrate their clear superiority over human 
beings, properly motivated and effectively organized. 


(c) Infrastructure 


(1) Agricultural credit 


In the long and chequered history of agricultural 
credit in the ESCAP developing countries, institu- 
tional agricultural credit has been generally recog- 
nized to be necessary for increasing the volume of 
credit and tailoring it to the various particular needs 
of the farmers. The amount of rural credit has 
been advancing at impressive rates in many of 
these countries, but it still falls far short of the 
immense requirements. The institutional arrange- 
ments range from purely co-operative societies 
through government-aided to government-operated 
organizations which direct government production 
loans to the farmers. In playing their crucial role, 
rural credit institutions have made an initial con- 
tribution towards meeting the demand for social 
justice along with economic growth. 


However, a faster pace has to be achieved in 
the ruralization of the banking structure. The 
problems of co-operative institutions have been 
studied over a period of decades by one inquiry 
commission after another, topics including, for 
instance, the influence of village power structure 
on the responsiveness to the needs of village co- 
operative societies; the communication between the 
apex structure and the village institution with regard 
to the village needs and percolation from the apex 
of the government-aid. Also, the extension of 
banking services to the rural sector poses difficult 
problems, when commercial banking is profit-orient- 
ed and central banks’ directives regarding branch 
banking in rural areas are not rapidly implemented. 


The multi-stage short-term credit needs of the 
farmers, from presowing to marketing, are being 


met by an increasing number of multi-purpose credit 
organizations. By far the greatest shortfall is in 
the volume of credit available for medium-term and 
long-term purposes. If the credit needs of the small 
farmers are to be met, there has to be a radical 
change in the criteria for extending loans, with 
eligibility of the purpose of the loan rather than 
eligibility of the borrower as the main criterion. 
This shift will be difficult to achieve in a context 
of short-term commercial profitability objective in 
the banking structure. One essential requirement 
for banking operations on the suggested basis is the 
strengthening and adequate training of project 
evaluation staff of rural credit institutions. In view 
of the large requirement of economic skill, such 
strengthening could be doné initially at the level of 
the largest decentralized unit. Indeed, this would 
have an added advantage in assisting project evalua- 
tion for planning on a subregional basis in each 
country. 


The current inflationary situation accentuates 
the intricacy of the problems relating to the magni- 
tude of rural credit and its terms. If rural credit 
is to serve its purpose fully, it has to be available 
in larger volume and at lower interest rates than 
those considered normal in commercial banking. 
However, easy accessibility, at concessional rates, 
of a larger volume of credit could make further 
hoarding by the rich farmers possible. The con- 
cessional credit could thus find its way into the 
unorganized money markets and, thence, made 
available to meet small farmers’ many insistent 
demands for personal consumption — at the usual 
high interest rates. 


The larger the volume of credit, the greater 
the need for it to find its way back to the banking 
system in the form of monetary savings. Therefore, 
a range of incentives is needed to encourage farmers 
to hold their savings in the form of monetary assets. 
The challenges with regard to supervision and 
monetary management are imposing, but they must 
be faced quickly and successfully. 


(2) Links in technology transfer 


Modernization of agricultural technology re- 
quires the transfer of new technology from the 
research organization to the farm. Communication 
links have to be forged at every stage, though not 
necessarily in sequence — from research institutions 
to governmental agencies for development, to indivi- 
dual farmers and through demonstration projects; 
and from the farmers to the research and government 
complex for transmitting specific requirements for 
new technology. Such a communications network 
cannot be fully developed overnight, and currently 
it varies from a clear-cut extension service based 
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on the village-level worker (VLW) in many deve- 
loping countries, to technical agricultural services 
extended directly by the various wings of the 
Ministry of Agriculture in a few countries. There 
is also frequently a multiplicity of research institu- 
tions and a number of agricultural universities in 
many developing countries of the region, but they 
operate at varying degrees of remoteness to the 
farmer. 


The entire communication system for technology 
transfer stands or falls by how far the humble 
farmer is taken as the end-user and reference point. 


Two of the most difficult problems are communicat-. 


ing with the farmer and increasing his absorptive 
capacity. Many complex socio-economic variables 
are involved in shaping the farmer’s innovative and 
adaptative capacity. Sophisticated field studies have 
indicated that literate farmers fare better in this 
respect than the uneducated. However, before 
conclusions on the need for universal secondary 
education were drawn from such studies, it would 
have to be proved that the desired result could not 
be had more cheaply by increasing the number 
of demonstration farms and VLWs. 


The farmers’ acceptance of change will be 
facilitated if trials are conducted on their own fields 
and if they are associated, through VLWs, with 
the assessment of the results. There is also a need 
for adaptative research in which agricultural univer- 
sities located in rural surroundings can play a 
significant part. While the importance of research 
reaching the farm is recognized everywhere, the 
communication-network required by the farmer to 
transmit his needs is quite inadequate in many 
countries. Attempts must be made to collect re- 
levant data on farm conditions before initiating 
trials of research results on the farm. 


Where distinct extension services exist, it is 
the VLW — or occasionally his supervisor, but rarely 
the research organization nearby—on whom the 
farmer relies for consultation and advice. The 
promptness, initiative and frequency of the contacts 
between VLW and farmer are basic to the com- 
munication system. The VLW, however, is often 
not familiar with rural needs, is poorly paid, and 
is low in the bureaucratic structure and thus out 
of touch with new developments. In addition, he 
must look after the needs of a large number of 
farmers, taking care, in India for instance, of 10 
villages with an average of 10,000 farmers each. 
The work of the VLWs could be facilitated by 
suitably organized village committees or farmers 
associations. 


Doubts have been rightly expressed about 
whether VLWs could be trained more adequately 
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for their task within a short period and within the 
constraints of the administrative resources available. 
There may be no task so challenging as making 
the urban educated effective links in the communica- 
tion between the farmer, the scientist and the civil 
servant. Beginnings have to be made with the 
students and those civil servants concerned with 
agricultural extension. 


Dissatisfaction has often been voiced about the 
lack of practical orientation and duplication in re- 
search in developing countries. However, there is 
need for concentrating pure research on appropriate 
institutes, while national research institutes in various 
parts of the country could specialize in adaptative 
research for adjacent areas. The interchange of 
knowledge and experience among ESCAP developing 
countries which have similar farming conditions 
could avoid duplication in research efforts and lead 
to greater intraregional trade. Seeds and farm 
implements are examples of fields in which such 
co-operative research could occur. Co-operation 
among the research institutes, agricultural universities 
and extension services is urgently needed both with 
respect to the priorities in research and the design 
and execution of projects for technological diffusion. 


(3) Price policies 


In the developing market economies of the 
ESCAP region, government policies to influence free 
market prices of foodgrains have multiple objectives. 
These include: to stimulate particular crop pro- 
duction by influencing the price relatives between 
the crops and by subsidizing inputs; to keep down 
the food prices as part of anti-inflationary measures 
by compulsory procurement or government pur- 
chases in the free market for distribution, national- 
ization of wholesale trading, ‘“‘dual-pricing’’ and price 
control; to insulate the domestic prices from strong 
external demand through export quotas and taxes; 
and to influence the marketed surplus from the 
agricultural (rural) to the non-agricultural (urban) 
sector. The emphasis among the objectives has 
shifted from time to time, and political considera- 
tions often dictate the choice of policy instruments. 
Their efficiency apart, the instruments have some- 
times worked at cross-purposes. 


Farmers’ responsiveness to price is a hardy 
perennial in the debate among agricultural econo- 
mists in developing countries everywhere. Of 
particular importance in the ESCAP region at this 
point of the Second Development Decade is the 
influence of relative prices on resource allocation 
and technological change for increasing food pro- 
duction. 
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The changes in relative prices clearly influence 
the allocation of land among alternative crops; even 
here, the optimal land-use patterns are subject to 
the natural comparative advantage of a region within 
a country in the production of a particular crop. 
Empirical evidence relating to the influence of price 
on other inputs has also not been strong, although 
this should not be surprising in view of the limited 
role of pricing policy in inducing the adoption of 
modern technology. Public investment has played 
a crucial role in the adoption of modern technology, 
for instance through the provision of irrigation 
facilities. The demand for other inputs, such as 
quality seeds and fertilizers, can in many cases be 
price inelastic, particularly in times of scarce supply. 
Substitution of mechanical power for human labour 
is dictated largely by the rhythm of agricultural 
production. It is in this context that the policy of 
price subsidies on farm inputs has to be viewed. 
As has been found in many developing countries 
of the region, such subsidies have also had un- 
desirable impact on income redistribution, as modern 
technology is generally adopted by rich farmers. 
They also weaken the pressure on farmers to market 
their produce in order to secure the necessary 
supplies of industrial inputs. 


Price policy for ensuring food security, parti- 
cularly for low-income groups, is reviewed in its 
various aspects below. Before any freeing of food 
prices from over-all social constraints occurs, the 
effects of higher food output prices on income 
distribution should be taken into account. Accord- 
ing to Mellor,’ a given increase in prices leads to 
widening of income disparities among farmers in 
the ESCAP developing countries. Large farmers 
with more to sell get a much larger absolute increase 
in incomes. Meanwhile, the small farmer, as a 
seller and buyer of food crops, gets hurt doubly 
in a phase of rising prices. Without any capacity 
to wait, he is forced to dispose of his product after 
harvest when prices are generally low, and has to 
buy back foodgrains in the lean season when prices 
are high. His small-holding makes it difficult for 
him to make changes in cropping patterns to take 
advantage of changes in the structure of relative 
price. 


Nor is there any assurance that the rich farmers 
in developing countries will save and invest part 
of the higher incomes from such redistribution for 
the general progress of the rural sector or of the 
economy as a whole. It is in this context that 
any policy for freeing the prices of food from 
domestic control, or from restraints on the impact 


T John W, Mellor, “The functions of agricultural prices in economic 
development”, Indian Journal of Agricultural Economies, January- 
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of strong external demand on domestic price, has 
to be assessed. Admittedly, higher prices would 
have stimulated food production. Thus, the basic 
decision to be taken involves a trade-off between 
higher growth and social justice. 


(d) Production policies: a short-term focus 


In the preceding long discussion of the material 
inputs and infrastructural facilities, the policies for 
each of them have been viewed in the light of the 
balance of payments pressures and the need to 
make optimum use of their availability in the short 
run. To recapitulate some of the discussion, the 
main problems in the provision of an assured and 
timely supply-of water are related to fuller utilization 
of the irrigation potential that has been built up 
so far, and to less capital-intensive expansion in 
minor irrigation and integration of ground and 
surface water development. The need for greater 
and immediate attention to the problems of rain-fed 
areas and dry farming, which account for a major 
part of the area under cultivation in food-deficit 
ESCAP countries, has been emphasized. In addi- 
tion, installed capacity in fertilizer production has 
to be fully utilized in the short run; economy in 
the use of available fertilizer supplies has to be 
achieved and organic fertilizers should receive in- 
creased attention. The provision of basic input, 
such as improved seeds, investment in which yields 
a high return, has been stressed. In view of the 
balance of payments pressures, the exploration of 
the scope for intraregional co-operation, on terms 
mutually advantageous to the participants, has been 
suggested, particularly with respect to fertilizer, 
pesticide and agricultural machinery production and 
distribution. Basic infrastructural support policies 
relating to agricultural credit, extension services and 
price policies, which have evolved over a long 
term, have been outlined with respect to their vital 
importance in the short run. 


(1) Priorities 


The discussion of the material inputs and 
infrastructural support required and of the new 
genetic varieties needed suggests a conceptual frame- 
work for food-production policies in the present 
context of intensified pressure on balance of pay- 
ments. No surprisingly new conclusion has emerged 
since developing countries are by now familiar with 
various production policies; only a shift in em- 
phasis is suggested. In practice, administrative 
convenience, regional demands and political pres- 
sures will tend to blur the focus. 


Scarce and imported inputs, such as fertilizers 
and pesticides, have to be applied, along with suitable 
varieties of high-yielding varieties, in areas where 
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there is adequate water control and management, or 
adequate moisture in rain-fed areas. Availability 
of water as an input appears to. be the critical 
determinant of the areas in which modern technology 
should be adopted. In the much larger areas of 
inadequate rainfall, of flooding and of dry farming, 
locally-improved varieties bred over time, adapted 
to local conditions, pest-resistant and demanding only 
a thin application of fertilizers have to be adopted 
on a wider scale. Usually tall-growing, their 
advantages in flooded areas and for the livestock 
economy are obvious. The importance of in- 
creasing production on rain-fed areas with suitable 
locally-improved varieties cannot be emphasized too 
strongly. 


The concentration of scarce inputs on areas 
with water availability and management has been 
suggested, since emphasis on one input at the expense 
of other inputs which are complementary to it may 
be wasteful. Examples of such causes of waste 
might include: the growth of high-yielding varieties 
without adequate fertilizer; the application of fer- 
tilizer in traditional floating rice cultivation; and 
the extension of irrigation facilities where comple- 
mentary inputs are not available. Expert technical 
Opinion varies on this issue. For instance, it has 
been concluded in a model for the developing stages 
of rice yield® that “modern inputs” and “culti- 
methods” can raise yield by not much more than 
1 ton/ha without “water-control”’, but proper 
“water-control” can raise rice yield to 2.5 tons/ha 
without other “inputs” and better “culti-methods”’. 
The same model produced the conclusion that, with 
adequate “‘water-control’’, and supply of comple- 
mentary inputs, rice yield could exceed 3.5 tons/ha. 
Construction of new irrigational facilities can be 
capital-intensive and, while the existing command 
areas of irrigation projects are developed, advantage 
should be taken of the possibilities for optimum 
output by concentrating the application on comple- 
mentary inputs. 


The concentration of complementary inputs in 
areas with water supply and management has 
another advantage. While intensive agricultural de- 
velopment in selected areas is being practised in 
many developing countries of the region already, 
the full potential of multiple-cropping has not been 
exploited as yet, with a few possible exceptions 
such as China. Under multiple-cropping, land can 
be used throughout the year through the cultivation 
of quick-maturing varieties, relay cropping and 
rationing. The photo period-insensitive short-dura- 
tion crops individually yield less than their long- 


® Kunio Takase and Toshiro Kano, “Development strategy of irri- 
gation and drainage” in Asian Agricultural Survey, (Asian Develop- 
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season varieties, but they produce a higher annual 
output in the aggregate. It has been practised in 
Bangladesh, India, Pakistan, the Republic of Korea, 
some areas of Indonesia and the Philippines and, 
with conspicuous success, in Malaysia (West) and 
Hong Kong. Multiple-cropping calls for complex 
farming technique, requiring scientific crop rotations 
and adequate short-maturing varieties in addition to 
the necessary material inputs. Nevertheless, in view 
of the scope for raising food output, there should 
be acceleration of efforts even within the short 
period ahead. 


The allocation of scarce inputs as visualized 
here may be too tidy for developing countries in 
the ESCAP region. One way of achieving the 
objective may be to withdraw the direct and. indirect 
subsidies to such inputs as fertilizers and pesticides, 
and to charge economic prices for irrigation water 
so that these inputs are used in the most economic 
manner. The needs of the small farmers could be 
taken care of by concessional credit. Such a policy 
would also be equitable since the rich farmers who 
have benefited from improved technology and public 
investments in irrigation, power and transport facili- 
ties do not generally contribute their due share of 
taxation. Details of such a policy would vary ac- 
cording to conditions in individual countries. 


Technological transformation of agriculture has 
to continue. However, the experience so far has 
been characterized by two features. The “green 
revolution” has been basically import-biased for its 
inputs as has also been the mechanization of farm 
operations and its energy requirements. The recent 
increase in oil prices has served to underline the 
vulnerability of such technical progress. Moreover, 
such technological transformation has left the small 
farmers behind. In the present context of balance 
of payments pressures, attention has to be recalled 
to the mutually reinforcing benefits of crop pro- 
duction and livestock and poultry raising as in- 
tegrated farming activities, and to the immense 
scope offered thereby for raising small farmers’ 
output and income. 


As the ongoing studies of the Asian Livestock 
Development Survey indicate, livestock and poultry 
can be raised with farm by-products which largely 
go to waste, supplemented by judicious concentrate 
feeds; interspaced cultivation of pasture legumes and 
such other animal feed can reduce excessive reliance 
on manufactured feeds, largely imported. Such 
livestock raised on the farm will provide the 
necessary power for farm operations. The organic 
manure will enrich the soil. The farmer’s nutrition 
will improve along with a reduction in his cereals 
consumption and the marketed surplus of foodgrains 
will increase. Empirical studies can indicate the 
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precise extent of the economic advantages. The 
patterns of such crop-livestock integration will in- 
evitably vary from country to country, and the 
adoption of such practices by small farmers will 
call for extension of credit and dissemination of 
knowledge on a large scale. Any strategy for agri- 
cultural development has to identify specific types 
of action programme necessary to bring about fuller 
exploitation of the benefits of crop-livestock integra- 
tion at the small farm level. 


(2) “Green revolution” 


The progress of the “green revolution”, the 
extent of which is indicated in table III-5, has 
been assessed in terms varying from the enthusiastic 
to the disappointed. As has been observed:? 


Table IlI-5. AREA UNDER HIGH-YIEDING VARIETIES 
IN RELATION TO AREA OF ALL VARIETIES IN 
SELECTED ASIAN COUNTRIES, 1970/71 


Area® (thousand ha) Proportion 
of high- 
High- All ytelding 
a 
Wheat 

Bangladesh =... 2g et ; 10 126 Le 
Tadlia g-cyons tee dra Baers O2 17,892 32.9 

Nepal .. sess. Aco ene 98 (388) (25.3) 
IISA cute Mew make 2,949 6,061 48.7 
Lotall, <a 0 oe 8,949 24,467 36.6 

Rice 

Bangladesh’ (4. ey. <a 460 9,913 ens) 
BULMITe Se ss Ts eee 201 4,976 4.0 
india? |. ©. eee ee 5,501 37,433 14.7 
Indonesia’ + 5 = Gate 932 8,237 11.3 

aes Slee 54 (769) (7.0) 
Malaysia (West) . . . 132 541 245 

Nepal ke): Syydeae eae 68 (1,174) (5.8) 
Pakistanys =e Say a ae 626 1,503 41.7 
Philippines ae eee ie 1,565 3,113 50.3 
Republic of Viet-Nam? . 502 2,599 19.3 

Sriplankaee si lane 30 (651) (4.5) 

hatand, «2 ete fC 162° 7,600 (2.1) 
otal. en 30 ee Uses 78,509 13.0 


Source: United States Department of Agriculture, Imports and 
Planting of High-Yielding Varieties of Wheat and Rice 
in the Less Developed Nations, Foreign Development 
Service 1972, Report No. 14. 


Note: _ Figures in brackets are 1969/70 area. 
* Excluding China. 
» Now Republic of South Viet-Nam. 
© Rough estimate. 


“The fault does not lie with the inherent 
advantages of the technology; their sophistica- 
tion in raising yields has been proved. Rather 


® Wolf Ledjensky: “How green is the green revolution?”, Economic 
and Political Weekly, 29 December 1973, A 133-144. 


the fault lies with the failure to help them along 
in a variety of both man-made and natural 
inadequacies encompassing skills, irrigation 
facilities, allocation of resources and the whole 
gamut of physical inputs, research, organization 
and communication.” 


The “green revolution” is demanding of inputs, 
limited in coverage and has accentuated income 
disparities in the areas in the ESCAP region to 
which it has spread. However, the “green revolu- 
tion” by itself did not create the differences in the 
size of holdings and other physical assets and in 
the access to credits and inputs, nor the power 
structure in the village. Above all, the “green 
revolution” has demonstrated that a breakthrough 
is possible in the slow and painful process of 
transition from traditional to modern agriculture. 


The wider and more intensive spread of the 
“‘green revolution” involves a search for new genetic 
varieties appropriate to the areas where they are 
needed. While the varietal discoveries may take a 
long time, sometimes aided by serendipity, the search 
for them should not be neglected. Obviously, the 
research efforts and cost can be reduced through 
the exchange of research experience and new varie- 
ties among ESCAP developing countries. Constant 
vigilance is needed and new strains and improved 
cultivation practices have to be propagated if the 
bloom of success is not to fade. 


Such a fading has begun in the case of wheat, 
yields of which threaten to become static in 
important producing areas in India, because of new 
diseases. The new varieties of rice have tended to 
give their best in the drier parts of the year when 
controlled irrigation supply prevails. However, 
more than four-fifths of the present paddy pro- 
duction is monsoon-fed. Of highest priority is the 
development of rice varieties which can give as 
high a yield during the monsoon season as those 
produced under dry conditions. Coarse foodgrains, 
which figure in the low-income diets, demand efforts 
on a priority basis. High-yielding varieties of maize, 
millet and barley have taken root and spread, notably 
in the Indian subcontinent, but problems remain, 
such as the long growing season in the case of 
maize and the proneness to disease and poor per- 
formance under monsoon conditions in the case of 
millet. 


(3) Social implications 


“Small producers”, the broad spectrum of viable © 
small farmers and submarginal farmers, are being 
left behind in the modernization of the agricultural 
sector. Without adequate opportunities, they neither 
participate fully in the process of economic growth 
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nor share adequately in economic gains. Up-to-date 
information on the distribution of land holdings 
or the horde of landless labourers is not available, 
but the magnitude and nature of the problems — of 
immense dimension in countries with pressure of 
population on land—are well-known. 


It is useful to distinguish in this connexion 
between enlarging the assistance to be extended to 
the small farmers and increasing the awareness of 
the small farmers of the various existing assistance 
measures and their access to them. Assistance to 
the small farmers in such important fields as credit, 
extension services and pricing policies has been 
discussed in the preceding section. In the period 
immediately ahead, access to the available facilities 
needs be ensured. This would be difficult without 
changes in the rural power structure, and organiza- 
tion of small farmers by themselves may not prove 
feasible or fruitful. Bringing the appropriate elite 
from the urban sector to serve as an educative 
influence and communication link, as suggested 
earlier, could be one important solution to the 
problems. 


(e) Food security 


There must be an assured food supply within 
the country for the poor to have a share at reason- 
able prices and for such emergencies as drought, 
famine or flood. Adequate buffer stocks have to 
be built up in a self-reliant manner. As current 
developments in the ESCAP region have shown, 
imports in adequate quantities, price considerations 
apart, are dependent on global production and 
stocks. Food aid can be a potent factor in ensuring 
national food security. 


In view of the critical importance of food prices 
in the inflationary spiral of developing countries, 
many Governments have provided for budgetary 
subsidies to cover the margin between incentive 
prices for procurement and the sale prices to the 
poorer sections of the population. A careful 
balancing is necessary between such subsidization 
and the ways in which budgetary resources are 
raised for such subsidies so that further intensifica- 
tion of inflationary pressures is avoided. In this 
context, it is all the more important, given the 
procurement price, that the procurement and dis- 
tribution system should be efficient. 


(1) Procurement 


The flow of foodgrains from rural to urban 
areas is conditioned by various factors. Efficient 
marketing structures can facilitate this flow. High 
foodgrain prices could be one inducement. However, 
high prices for goods consumed by the farmer and 


for farm inputs, compared with the prices of sales 
from the farm, may force the farmer to part with 
a higher proportion of his output. Agricultural 
taxation may act similarly. Such factors play a 
limited role in an agricultural economy where small- 
scale or subsistence farming is important. The 
determining factor may well be the size-distribution 
of farms. 


In addition to the flow of foodgrains through 
free market channels, many Governments in the 
ESCAP region are involved in foodgrain procure- 
ment for meeting their commitments in distribution 
or for influencing prices. The Republic of Korea 
offers interesting illustrations of a scheme for 
domestic grain procurement from the farmers on 
a voluntary basis, in addition to government pur- 
chases in the open market: viz. a grain-fertilizer 
exchange programme under which fertilizer is sold 
to the farmers of rice and barley at government-fixed 
prices to be repaid partially in grain after harvest; 
option to the farmers of rice and barley to pay 
in kind their taxes levied at a rate of 6 per cent 
of the crop in terms of weight, with an exemption 
limit; production contracts between the Government 
and farmers, on area and quantity bases, for eight 
products, including soybeans ‘and some oilseeds, 
purchased by the Government at contracted prices. 
Collection of foodgrains under the fertilizer exchange 
programme and tax payment in kind have recently 
shown a declining trend. This may be attributable 
to the fast rate of monetization in the rural sector 
and the greater choice that goes with cash income. 


An interesting example of compulsory procure- 
ment is the Compulsory Savings Scheme in Nepal, 
in which every farmer has to deposit a fixed amount 
of paddy, based on his total paddy land, with the 
Village Panchayat Committee. The collected amount 
is used for buffer stock or for making loans in 
kind to needy farmers and the depositors are pro- 
mised repayment in five years. India, which has 
been purchasing wheat and rice and, to a much 
less extent, coarse grains in the open market, 
experimented recently with compulsory procurement 
of wheat. The wholesale traders who had acted as 
intermediaries were abolished and the centre reserved 
the right to move supplies from surplus to deficit 
areas. The failure of the experiment was due not 
so much to the policy of nationalization of whole- 
sale trade as to the fixing of prices at too low a 
level during scarcity and the hoarding by the big 
cultivators. 


(2) Distribution 


In developing countries with low and maldis- 
tributed income, there is the difficult question of 
how to distribute food so that a share is made 
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available to the lower-income groups at prices within 
their reach. India and Sri Lanka.t° between them, 
provide interesting experience in this respect. Under 
the ‘“‘dual pricing” system operating in urban areas 
in India, a fixed amount is available at a subsidized 
price to the consumer who is free to make additional 
purchases at the free market prices. 


In Sri Lanka, ail citizens were provided a 
weekly ration of two measures of rice per person 
at a subsidized price, well below not only the 
guaranteed price to the local producers but also 
the world price. Subsequently, the weekly ration 
was reduced to half, with the other half supplied 
free. Wheat flour and sugar are rationed. Since 
October 1973, there have been further changes based 
on the principle that food additional to the basic 
ration would be supplied no more cheaply than 
cost price. 


The operation of such subsidized schemes 
depends, in India, on the extent to which buffer 
stocks can be drawn on at time of shortfall in 
procurement and in imports; and in Sri Lanka, on 
its balance of payments position. The redistributive 
effect is diluted, in India, by confining it to the 
urban sector and by reductions in the ration. In 
addition, ‘‘dual pricing’? requires that there should 
be no inter-market transactions. The favourable 
price effect under “‘dual pricing” is the increase 
possible in the free market price of the commodity 
due to unsatisfied demand. Where the subsidized 
quantity of food is adequate per person, the pro- 
duction of close substitutes in the food group will 
be stimulated by the higher prices. 


Sri Lanka provides a distinctive case of making 
subsidized food available to all segments of the 
population. In other ESCAP developing countries 
with low incomes, the poorer sections of the people 
in the rural sector, particularly the landless, in- 
variably tend to get low priority. Special pro- 
grammes have been launched to ensure their basic 
needs through higher production and greater em- 
ployment opportunities. However, institutional re- 
forms which would enable those seriously disadvant- 
aged to have access to the basic productive inputs, 
including farm land, have either been conspicuously 
lacking or have not been progressing smoothly. 
Recent experiences in such respects in many deve- 
loping countries of the region have indicated the 
need for great efforts to overcome the institutional, 
organizational and administrative difficulties, 


10 For an analytical review see Garani Corea, “Economic planning, 
the green revolution and the ‘Food Drive’ in Ceylon”, Essays in 
Honour of Ursula Hicks (Macmillan, 1973). 


(3) Stocks 


Developing countries in the region have been 
operating with buffer stocks for some time now, 
for both stabilizing prices and meeting emergency 
needs. Government-held buffer stocks, dependent 
on procurement and imports, have to carry the 
major burden in the task, as regulations governing 
private food stocks do not exist or are seldom 
effective. Table III-6 indicates the current low level 
of buffer stocks for some developing countries in 
the region for which data are available. 


The low level of stocks in ESCAP developing 
countries, in particular those with large populations, 
has to be set against the decline in the total carry- 
over of cereal stocks globally since 1970, from 201 . 
million tons to the 105-110 million tons estimated 
for 1974. While the minimum safe level of stocks 
is generally placed at 17-18 per cent of annual 
consumption, the estimated stocks for 1974 amount 
to only about 12-13 per cent. The early imple- 
mentation of the World Food Conference’s resolution 
on global information and early warning system on 
food and agriculture is necessary. There are two 
main difficulties which have to be resolved: the 
inadequacies in the required data and information 
in many developing countries and the fear that 
such data, unless properly preserved and utilized, 
might lead to speculative activities in world trade 
in grains. 


Technical and financial assistance from multi- 
lateral-aid institutions has so far been confined to 
the building of warehouses. The building and 
operation of food buffer stocks has so far not been 
included in the medium-term balance of payments 
support policies. The prospects for building up 
buffer stocks in developing countries through imports 
are not bright at present: there is the possibility 
of a deterioration in the economic incentive to 
produce grain in exporting countries if export prices 
decline while production costs increase as a result 
of the higher energy and fertilizer prices and 
inflation. Any additions to buffer stocks have to 
come primarily from an increase in domestic pro- 
duction. In this context, there is an urgent need 
for early agreement on the part of the international 
community on methods of financing the International 
Fund for Agricultural Development and on the 
fulfilment of the target, provisionally accepted in the 
World Food Conference, of 10 million tons of food 
aid annually. 
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Table III-6, NATIONAL STOCK TARGETS AND OBJECTIVES IN SELECTED ESCAP COUNTRIES, 
COMPARED WITH ACTUAL CARRY-OVER STOCKS 


Current target Actual stocks 
Country Holder Commodity Reewious Quantity % of annual Quantity % of annual 
ares (thousand disappear- (thousand % of target  disappear- 
metric tons) ance metric tons, ance 
(Countries where stocks are seriously below target) 
Bangladesh 2 G Rice _ 600 5 10? Zz — 
TE, os SS G All grains 5,000 9,000 10 2,975” 33 8 
IG FERYES FOS VA Oe G Rice —_ 1,400? 50 449 32 3 
| Wheat 120° 120 33 46 38 12 
MESSED . ag T ae hs G Coarse grains 65° 65 33 18 28 9 
Rice 350° 350 2 138 39 10 
“Pano em G Rice — 520 6 “= _— _— 
(Countries where stocks are below target) 
M Wheat _ 633 103 78 12 ES 
Philippines . G+M-+F Rice 350 719 21 283 39 8 
G+M-+F Maize — 1,057 45 1,057 100 49 
Wheat — 349 ily 109% 31 13 
Republic of Korea . . 4 Coarse grains — 1,352 49 1,363¢ 101 44 
Rice —_ 663 16 ZUIS 107 17 
(Countries where actual stocks equal or exceed targets or desirable levels) 
Bakestam Get. sists 's G Wheat 350 500 6 952? 190 11 


Source: FAO, World Food Security: Evaluation of world cereals stock situation, 64th session (CL64/27), November 1974. 


* Stocks on 1 January 1973. 

» Stocks on 1 January 1974. 

° Official targets expressed as percentage of annual consumption. 

* Beginning of the 1974/75 marketing year unless otherwise foot-noted. 


Note: G = Government, M = Mills and/or merchants, F = Farmers. 
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Chapter IV 
ASPECTS OF THE ENERGY CRISIS 


(a) Review of the energy situation 


The process of economic development is 
characterized by an increasing use of energy to 
accommodate expanding industries, the mechaniza- 
tion of agriculture, larger requirements for transport 
facilities, and increasing demand for light and heat 
in both the urban and rural areas. 


Historically, oil has been relatively low-priced 
and has other advantages over alternative sources 
of energy. Thus, the world has come to rely heavily 
on it. During the First Development Decade, global 
consumption of liquid fuels increased by 117 per 
cent, compared with a corresponding increase of 
of only 17 per cent for solid fuels. In 1967, global 
consumption of liquid fuels exceeded that of solid 
fuels for the first time, to become the leading 
source of energy in the world. 


(1) Energy consumption 


Global energy consumption rose by almost two- 
thirds during the 1960s, with an average annual 
increase of 5.4 per cent. In 1972, the world’s total 
energy consumption amounted to 7,410 million 
metric tons of coal-equivalent, of which consumption 
of liquid fuels constituted 43.5 per cent, solid fuels 
32.5 per cent, natural gas 21.6 per cent and hydro 
and nuclear power 2.4 per cent. Total energy con- 
sumption of the developed market economies 
represented 62 per cent of the world’s total in 
1972, that of the developing market economies, 
9 per cent, and that of the centrally-planned 
economies, 29 per cent. 


In terms of coal-equivalent, total energy con- 
sumption of the whole ESCAP region was estimated 
at 1,160 million tons in 1972, which is equivalent 
to 16 per cent of the world total. 


The preceding decade saw consumption in the 
region rise by 7.1 per cent per annum, a good 
deal faster than the world average, Developing 
countries accounted for 63 per cent of the ESCAP 
total in 1972, and the three developed countries 
of the region, Australia, Japan and New Zealand, 
were responsible for the remaining 37 per cent (see 
table IV-1). 


Contrary to the world pattern, coal has been 
the major source of energy of the ESCAP region. 
In 1972, solid fuels constituted 55.1 per cent of its 
total energy consumption compared with 39.3 per 


cent for liquid fuels. Natural gas and hydro and 
nuclear power contributed 5.6 per cent. 


Per capita energy consumption may not be as 
good a criterion as per capita income in indicating 
the stage of development cf an economy, but 
generally it ‘is higher in developed than developing 
countries. In 1972, per capita energy consumption 
of the world was estimated at 1,984 kg of coal- 
equivalent. This-average encompassed only 362 kg 
for developing countries compared with 6,211 kg 
(17 times as much) for developed countries. 


The ESCAP developing countries and terri- 
tories, excluding Iran, centrally-planned economics 
and the Pacific islands, consumed only 206 kg per 
capita in 1972. This amounts to 57 per cent of the 
average for all developing countries and territories. 
The comparable estimate for the centrally-planned 
economies of the region was 584 kg, while that 
for the developing Pacific island countries was 
726 kg. 


The three developed countries of the region 
together have lower per capita energy consumption 
than the world average for developed countries, 
but of course it is much higher than that in the 
developing countries and territories. In 1972 it was 
estimated at 5,701 kg for Australia, 3,251 kg for 
Japan and 2,887 kg for New Zealand (see table 
IV-2). 


(2) Energy production 


Production of energy from conventional sources 
follow demand very closely as it is not economically 
feasible to store large quantities of coal, oil or 
natural gas. 


In 1972, the ESCAP region produced 1,185 
million metric tons of energy which is equivalent 
to 16 per cent of the world total. Production of 
coal and oil made up about 93 per cent of the 
region’s total. With the rapid increase in the 
production of oil, the percentage share of liquid 
fuels rose from 21.7 per cent of total regional 
regional production in 1961 to 41.2 per cent in 
1972, Absolute production of solid fuels continued 
to increase, however, rising from 417.8 million 
metric tons in 1961 to 619.0 million metric tons 
in 1972, but its relatively slow growth rate has 
resulted in a decline in its percentage contribution 
to the regional total, from 74.4 per cent in 1961 
to 52.2 per cent in 1972 (see table IV-3). 
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The developing countries of the region together 
were responsible for producing 88.3 per cent of the 
region’s total energy in 1972. Between 1961 and 
1972, their production rose by 126 per cent, com- 
pared with an increase of 40 per cent in the 
developed countries. The decline in Japan’s pro- 
duction of solid fuels, from 55.8 million metric 
tons in 1961 to 44.9 million metric tons in 1972, 
was partly responsible for this slow growth in 
production on the part of the developed countries. 
In 1972, major producers of coal and lignite in 
the ESCAP region were, in order of magnitude, 
China, India, Japan, Australia and the Republic of 
Korea. With regard to crude petroleum, the major 
producers were Iran, Indonesia, China, Australia, 
Malaysia and Brunei. 


(3) External trade in sources of energy 


The low price of oil, together with its relatively 
low transportation cost, has made it the major 
energy source traded internationally. Before Octo- 
ber 1973, international trade in oil had featured a 
“buyers’ market” because the quantity of oil 
produced was largely determined by its demand. 
After the cut-backs in oil production and the sharp 
rise in prices during the last three months of 1973, 
however, there has been a “sellers? market’. The 
oil-exporting countries now control oil supplies and 
determine prices, 


In 1972, the ESCAP region as a whole registered 
a trade deficit in energy of 65 million metric tons 
of coal-equivalent. However, the developing coun- 
tries and territories of the region together recorded a 
surplus of 293 million metric tons, mainly due to the 
contribution of Iran and Indonesia, the region’s two 
largest oil-producing and oil-exporting countries. 
Thus, the three ESCAP developed countries are 
deficit in energy. In 1972, their total production 
covered about 32 per cent of their requirements 
in terms of coal-equivalent. They produced 82 per 
cent of their solid fuel requirements, but only 7 
per cent of liquid fuels. Japan alone consumed 
about 250 million metric tons of liquid fuels, prac- 
tically all of which was imported. 


In 1972, the ESCAP developing countries which 
were self-sufficient in energy were Iran, Indonesia, 
Brunei, Afghanistan, China and Malaysia. Depen- 
dent most heavily on imported energy are Japan, 
India, the Republic of Korea, Singapore, . the 
Philippines, Thailand, Hong Kong, the Republic of 
Viet-Nam,! New Zealand and Pakistan (see table 
IV-4). 


* Now Republic of South Viet-Nam. 
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(b) Development of the energy crisis and 
its impact in ESCAP countries 


The energy crisis has been the most important 
general development in the recent past, having far- 
reaching immediate and long-run implications for 
the development prospects of the ESCAP developing 
countries. It will be a major factor, therefore, in 
accounting for their performance during the rest of 
the Second Development Decade. 


The crisis situation has resulted from (i) for a 
short period, the cut-backs in oil output and selective 
embargo on oil exports adopted by the Arab oil- 
exporting countries in late 1973, and (ii) successive 
increases in the price of crude oil agreed upon by 
all the OPEC? countries. However, the cut-backs 
as well as the embargo were lifted later. 


Furthermore, data recently released by OPEC 
indicate that OPEC members’ crude oil production 
actually increased by 13.5 per cent in 1973, more 
than double the growth rate registered the year 
before. The availability of oil supplies and record 
levels of stocks in the main oil-consuming centres 
in the summer of 1974 suggest, therefore, that what 
is referred to as a “crisis” does not relate to the 
volume of supplies but rather to the effects of the 
steeply increased prices. The cut-backs in produc- 
tion announced by some of the oil-producing 
countries in August 1974 can also be interpreted 
as a reaction to the changed supply-demand situation 
in the world oil market. 


Tables IV-5 and IV-6 indicate the rise in price 
of crude oil: both several representative posted 
prices and the estimated market price for one grade. 
The market price of Saudi Arabian light (34°) 
f.o.b. Ras Tanura rose from between $US 2.70 and 
$US 3.10 per barrel in October 1973 to $US 8.00 
per barrel in January 1974— an increase of about 
170 per cent. By November 1974, the price had 
risen even further to about 300 per cent of its 
October 1973 level. Although non-Arab members 
of OPEC did not restrict their crude oil supplies, 
they joined the Arab members in raising prices. 


(1) On the over-all economic situation 


The impact of the energy crisis on economic 
development varies among countries, depending on 
the extent of reliance of each on imported oil and 
the ability of each deficit country to adjust its 
economy to the cut-backs in oil supplies and the 
sharp rise in prices. 


? The Organization of Petroleum Exporting Countries: Abu Dhabi, 
Algeria, Ecuador, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Qatar, 
Saudi Arabia and Venezuela. 
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For the oil-exporting developing countries, 
prospects have brightened immensely. According 
to IBRD estimates, the government oil revenues of 
the OPEC countries, which increased from $US 7.7 
billion in 1970 to about $US 22.7 billion in 1973, 
will have reached about $US 85 billion in 1974. 
These vast resources should enable the oil-exporting 
developing countries to accelerate their growth far 
above the growth targets specified in the Interna- 
tional Development Strategy. Their outstanding 
social problems may also be solved more speedily, 
and they should be able to build diversified economic 
structures capable of sustaining development after 
the oil deposits are exhausted. 


However, the positions of the two major oil- 
exporters among the ESCAP developing countries* 
are far from similar. Indonesia can be described 
as a low-income country with a large population 
where increased oil income will probably be mostly, 
if not fully absorbed, by the internal needs of 
development. Its per capita oil revenue in 1973 
amounted to only $US 7. Even if this were tripled 
or quadrupled in the near future it would remain 
far below the comparable figure for Iran, which 
was $US 123 in 1973 and will probably exceed 
$US 400 in 1974. Even after allowing for sub- 
stantial increased consumption and financing of 
domestic development; a considerable part of Iran’s 
oil revenue will be available for investment abroad. 


The oil-importing developing countries, on the 
other hand, face a very difficult period of adjustment 
as a result of the increased cost of oil imports. 
In 1974 alone, the oil import costs of developing 
countries are estimated to be $US 14,900 million, 
almost triple their 1973 total of $US 5,200 million. 
This increase exceeds the total grant and net public 
capital flows to these countries, which in 1973 
amounted to about $US 8.5 billion. 


The burden of the increased oil import cost 
varies in intensity for different developing countries, 
depending on the nature of their economies and, 
in particular, on their capacity to expand exports 
to finance the larger bill. Many developing coun- 
tries will not be able to solve the ensuing balance 
of payments problem without massive external 
financial assistance, at least in the short term. 
Especially for countries which, for various reasons, 
were not in a position to take advantage of the 
recent commodity boom and also must import food 
and fertilizers at increased prices, emergency aid 
is needed to avoid economic collapse, let alone to 
achieve the objectives and goals embodied in the 
Second Development Decade. 


8 Apart from Iran and Indonesia, Malaysia is also a net exporter of 
oil, although to a very limited extent at present; Brunei exported 
about 6.4 million tons of crude in 1971. 


Most of the ESCAP developing countries are 
oil-deficient. According to Asian Development Bank 
(ADB) estimates, the combined oil import bill of 
all but two of its 23 developing member countries 
will increase by $US 4 billion in 1974 as a result 
of the higher oil prices.. The magnitude of the 
problems faced by individual countries can be 
inferred from the preliminary national estimates of 
oil import costs as a percentage of export earnings 
in 1974; for example: Pakistan 23 per cent, Thailand 
25 per cent, India between 40 and 47 per cent, 
Sri Lanka 50 per cent and Bangladesh 60 per cent. 
As recently as 1971 and 1972 these countries were 
spending around 10 per cent or even less of their 
export earnings on oil imports. 


As mentioned above, the relatively low price 
of oil and the convenience of its use compared 
with other conventional sources of energy led 
national planners in the past to rely heavily on this 
source of energy for national development. In spite 
of repeated warnings, given mainly by the oil-pro- 
ducing countries, that the total known reserves of 
oil would be exhausted within the next 30 years, 
it has been believed widely that new oil deposits 
would be discovered. At least, economic planners 
did not anticipate an immediate shortage of oil. 
Therefore, all national development plans for oil- 
deficient countries have been vulnerable, and their 
goals have been made unrealistic by the shortage 
and the abrupt rise in prices in 1973. 


In particular, the implementation of certain 
development projects has been prevented or delayed. 
The plan to construct a cement plant in Laos, for 
example, has been postponed because of the high 
price of imported oil. More fundamentally, the 
unexpected crisis has made it necessary for some 
countries to revise existing national development 
plan, formulating new growth targets and reallocating 
available resources. 


It is premature to assess the full impact of the 
energy crisis on the member countries of ESCAP 
region, but some countries expect “negative” or 
“zero”” growth rates in 1974. Some of the severe 
interrelated problems created for all oil-deficient 
countries are examined in the following sectoral 
analysis of the impact. 


(2) Impact on the balance of payments 


The adverse effects on the balance of trade 
and on tourism have increased the balance of 
payments difficulties of the oil-deficient developing 
countries of the ESCAP region. Foreign trade 
deficits have been a chronic problem in practically 
all of these countries, without the added burden of 
the increase in the price of oil. Higher prices 


Chapter IV. Aspects of the Energy Crisis 


must be paid for imported oil and petroleum pro- 
ducts as well as for other essential import com- 
modities, such as chemical fertilizers, medicines and 
plastics. The situation is further aggravated by 
considerable increases in ocean freight rates and 
the imposition of a bunker surcharge since the 
fourth quarter of 1973 (see chapter VIII). 


According to the estimates made by ADB for 
selected oil-deficient developing countries of the 
region, the value of imported oil represented fully 
29 per cent of the total imports of Laos in 1972. 
Bangladesh also recorded a high proportion (17.7 
per cent), followed by India (11.7 per cent), the 
Philippines (11.0 per cent), and Thailand (10.0 per 
cent). The increase in the payments for imported 
oil between 1973 and 1974 by most of the countries 
ranges from $US 100-800 million, assuming the 
same import quantities of oil as in 1972 at prices 
three to four times higher than 1972 levels (see 
table IV-7). 


The bunker surcharge increases freight costs by 
as much as one-fourth.* In addition, the shipping 
companies have increased ordinary freight rates since 
October 1973. For example, the Thailand/United 
States Atlantic and Gulf Conference increased all 
rates by 15 per cent from February 1974. The 
proposal of the Far Eastern Freight Conferenece 
to increase rates by 26.1 per cent shows that more 
upward revisions can be expected in the near future. 


Tourism is an important source of revenue of 
many developing countries of the region. For 
example, invisible export income from the tourist 
trade of Thailand amounted to 3,458 million baht 
in 1973, equivalent to about 11 per cent of the 
country’s total merchandise exports. The effect of 
the new oil prices on passenger fares and cargo 
fates, together with some airlines’ response in re- 
ducing flights, is likely to deter many tourists. 


Moreover, the prevailing inflationary tendencies, 
labour unrest and the slow-down in economic 
activities in most of the oil-deficient countries have 
further discouraged tourism. Unless effective pro- 
motion measures are employed, the income from 
tourism is expected to be reduced in 1974, inten- 
sifying balance of payment problems. 


(3) Impact on prices 


Oil is an important input for the production 
of most goods and many services, and the steep 
rise in its price must increase costs of production 
and transportation. The price rise and temporary 
shortages have disrupted domestic trade and com- 


“For example, the bunker surcharge of the Thailand/Europe Con- 
ference represented 27.76 per cent of the freight rate in April 1974. 
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munications in some oil-deficient countries. Such 
disruptions, even when temporary, have caused 
“artificial” shortages of some commodities, with 
consequent price increases. Moreover, in anticipa- 
tion of further shortages and price rises, hoarding 
and profiteering have become a common practice, 
further aggravating the inflation. 


Inflation had already developed in a large 
number of countries prior to the increase in oil 
prices. Between 1970 and 1973, ESCAP regional 
members whose consumer price indices showed 
increases of more than 8 per cent a year were 
Fiji, Hong Kong, India, Indonesia, the Khmer 
Republic, Laos, New Zealand, the Philippines, the 
Republic of Korea, Singapore and Sri Lanka.® 


But such increases now appear quite modest. 
According to the latest OECD figures, the annual 
inflation rate reached double figures in 17 developed 
countries (excluding centfally-planned economies) 
during the first six months of 1974 and is currently 
up to 20 per cent in some. Meanwhile, astonishing 
rates are being recorded among the developing 
countries. For example, the consumer price index 
for Bangkok (Thailand), which rose by about 2.7 
per cent a year during the First Development De- 
cade, put on about 3.6 per cent a month during the 
first half of 1974. Such increases must cause 
insupportable hardship to low-income groups and 
care must be taken to prevent their standard of 
living from deteriorating any further. Moreover, 
these inflationary pressures are contributing to the 
slow-down in rate of economic growth. 


(4) Impact on industry 

Oil is an important input for practically all 
the manufacturing industries, whether as fuel or 
raw material.Therefore, increases in production costs 
will stem from higher prices for power (fuel and 
electricity), raw materials and transportation, both 
internal and external. 


The effects differ among industries, depending 
on their nature and oil requiremerits. In Thailand, 
consumption of fuel oil by all manufacturing indus- 
tries together represented about 48 per cent of the 
country’s total fuel oil consumption in 1973. This 
included cement factories with an extraordinary 19.6 
per cent of the total, construction materials (glass, 
ceremics, bricks, tiles) 6.3 pet cent, paper 5.2 per 
cent, agro-industries (rice mills, saw mills, sugar 
mills, rubber factories) 4.8 per cent, textiles 3.5 
per cent and pharmaceuticals 3.4 per cent. More- 
over, such industries as plastics and chemicals are 
heavily dependent on imported raw materials derived 
from oil. 


5 Now Cambodia. 
® See table II-23 above. 


84 Part Two. Major Priority Problems in the ESCAP Region 


The rises in the cost of these imports, or in 
some cases the restriction of certain import com- 
modities by the Government in order to ease 
balance of payment pressures, are presenting addi- 
tional problems to the affected industries. The high 
prices and the shortage of imported raw materials 
may be preventing some industries from operating 
at full capacity, with consequent reductions in 
employment. Meanwhile, inflation-induced wage 
demands and industrial unrest are further exacer- 
bating the problems facing industry in many oil- 
deficient countries of the region. 


The industrial sector is still relatively small in 
the developing countries and territories of the region, 
with the exceptions of Hong Kong, India, the Re- 
public of Korea and Singapore. A considerable 
number of industries in the developing countries are 
new and not as efficient as similar well-established 
industries in other countries. 


(5) Impact on agriculture 


In the agricultural sector, the energy crisis has 
affected the process of mechanization, productivity 
and prices of agricultural products. The quantity 
of oil used in various forms of agriculture depends 
on the nature of farming, the crops and the degree 
of mechanization. In the ESCAP developing coun- 
tries, animal power is still widely used and wood is 
still the most important form of energy in the 
rural areas. However, oil is used to operate tractors, 
water pumps and other farm machines, and an 
increase in its price means an increase in the cost 
of production for the larger and more mechanized 
farms. Another dimension of the energy crisis that 
affects farmers is the increase in the prices of 
petrochemical products such as fertilizers. 


The high price of oil may force some developing 
oil-deficient countries to restrict their imports of oil 
and oil products in order to save foreign exchange 
reserves for other essential imports. This could 
seriously affect agricultural output. Such restrictions 
may be of sufficient magnitude to have drastic 
consequences. In India, for example, it was esti- 
mated that the shortage of 1 million tons of oil in 
the agricultural sector would prevent the irrigation 
of some 10 million acres of land and cause a 
decrease in grain production by 5 million tons. 
Alternatively, a shortage of 1 million tons of oil 
in the fertilizer industry would decrease grain pro- 
duction by 8 million tons.7?. Thus, the energy problem 


7 «Fffects of oil price increases and reduced oil production on 
various sectors of the economy” NR/CONF(1).ICEC/6), note pre- 
sented by the Government of India to the Intergovernmental Meeting 
on the Impact of the Current Energy Crisis on the Economy of the 
ESCAP Region, February 1974. 


will worsen the prevailing shortage of food in many 
parts of the world. ; 


The effect of the energy. problem is also felt 
in the fishery sector, especially in offshore fishing. 
Fishing boats consume considerable diesel oil each 
trip and the cost of oil represents more than 90 
per cent of operating costs. As a result, the prices 
of marine products have increased considerably since 
October 1973. In Thailand, for example, the price 
of some marine fish has more than doubled. 


(6) Impact on transport 


Transport is a sector which bears the direct 
brunt of the energy situation. Oil consumption of 
the transport sector varies according to the sophis- 
tication of countries’ transportation systems and the 
extent of their dependence on oil. In the past, for 
example, locomotives were operated mainly by firing 
coal and wood, but widespread and increasing use 
is now made of diesel oil. Oil consumption in the 
transport sector represents about 18 per cent of 
the national oil consumption in the Republic of 
Korea, and as much as 43 per cent in the Philippines. 


The high price of oil has occasioned increases 
in domestic passenger fares and cargo rates and, 
in some cases, reduction in transport facilities. In 
some oil-deficient countries, such as India, this has 
affected the production and distribution of such 
important products as cement, coal and steel. 


(c) Policies to mitigate the impact of the energy 

crisis 

The policies to mitigate the adverse effects of 
the energy crisis are usually classified, according to 
the time-lag needed to bring about a desired effect, 
into short-term and long-term measures. Thus, for 
example, measures aiming at reducing oil consump- 
tion are treated as short-term, whereas policies to 
bring about substitution of other sources of energy 
for oil are considered long-term. While the dividing 
line is far from clear-cut, economies in consumption 
can be achieved within days by cutting down on 
non-essential consumption, such as private motoring, 
whereas economies through the introduction of more 
efficient burners, engines and other energy con- 
vertors may take several years to materialize, 
sometimes requiring considerable investment outlay. 
Although the time-line between the various policies 
is rather blurred, short-term measures adopted by 
the oil-deficient countries of the region can be 
summarized as follows: (i) measures to economize 
on oil consumption, (ii) measures to secure adequate 
oil imports, (iii) increased production of indigenous 
sources of energy, and (iv) diversification of sources 
of energy for domestic consumption. 
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(1) Short-term measures 
(i) Economizing on oil consumption 


The first group of policy measures that have 
been adopted, to a varying degree, by all the 
ESCAP developing countries is designed to bring 
about reduction of, or at least to arrest the increase 
in, consumption of oil throughout the economy in 
the short run. For example, India aims at bringing 
the consumption of oil in 1974/75 back to its level 
in 1972/73. 


To curtail oil consumption, countries have relied 
on (i) physical control of oil supplies, including 
rationing in some cases; (ii) higher pricing of oil 
products; or (iii) measures such as selective black- 
outs, speed limits and other restrictions on private 
motoring, and campaigns to educate the public on 
the proper use of oil and energy. Both physical 
controls and policy measures have been structured, 
to varying degrees, to ensure adequate supplies of 
oil products to the high-priority sectors at reasonable 
prices and, at the same time, to minimize the hard- 
ships for the low-income strata of the population. 


Although these measures have undoubtedly 
resulted in some economies, the possibilities for 
reducing oil consumption in developing countries, 
without adversely affecting the functioning of the 
whole economy and foregoing output, are generally 
very slim. Since the share of energy, and therefore 
oil consumed for non-essential or non-productive 
uses is much lower in developing countries than in 
developed ones, the former are less able to have 
recourse to cutting this “‘cushion’’ in times of crisis. 
Thus, for instance, private motoring, which is the 
largest area of non-essential oil consumption in 
developed countries, represents a rather small share 
of total oil consumption in developing countries,® 
especially the least developed. 


Direct controls over the allocation of oil supplies 
have been exercised in Japan, the Khmer Republic,® 
New Zealand, Papua New Guinea, the Philippines 
and the Republic of Korea. Generally, high priority 
is given to public utilities, mass transportation, 
schools, hospitals and selected manufacturing indus- 
tries. In order to discourage hoarding and profiteer- 
ing, some countries have established a rationing 
system, such as the setting of a limit on the private 
holding of oil in Thailand. 


The rise in market prices of oil and related 
products after October 1973 varied from country 
to country depending on government pricing policy. 
In Pakistan, for example, the additional import 


8 For example, a complete ban on private motoring in India would 
probably result in less than 5 per cent reduction of total oil consump- 
tion within the country. 
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costs have been passed on-selectively to consumers. 
In some countries a low-price policy was adopted, 
the Government absorbing a considerable portion 
of the additional cost by reducing tariffs on excise 
duties. Some instances of confusion have demon- 
strated the importance of price policy supporting 
of physical controls in order to ensure that lower- 
priced oil is made available to priority consumers 
and facilities which are used primarily by lower- 
income groups. 


A variety of other measures have been taken 
by the region’s Governments. By resorting to 
reductions in domestic air flights, limitations on 
government and private vehicle use and selective 
electricity blackouts, the Khmer Republic!® hopes to 
reduce oil consumption by 35 per cent in 1974. 
In Japan, the restriction of room temperatures to 
a maximum of 20 degrees centigrade, the restraint 
of some forms of lighting, and limits on motorcar 
use and speed are among the measures used. The 
education of the public in the proper use of oil 
in the Philippines is aimed at increasing the efficiency 
of oil consumption. Measures which were adopted 
in Thailand included limitations on the display of 
neon advertising-signs, the selective blackout of 
street lighting and the reduction in the hours of 
operation of non-essential services. In some cases 
these measures have been relaxed during 1974. 


(ii) Measures to secure adequate oil imports 


In view of the rather limited possibilities for 
reducing the consumption of oil in the short run, 
it is of paramount importance for developing coun- 
tries to secure an adequate volume of oil imports. 
Since the quantitative restrictions on oil exports 
by the producing countries have been lifted, this 
boils down to the problem of financing the much 
higher oil-import bill. Solutions to this problem 
might be found essentially through (i) expansion 
of exports to maximize export earnings, (ii) external 
financing of oil imports, (iii) drawing on foreign 
exchange reserves (this, of course, is a first step 
to which the countries can and do resort, but, in 
view of the level of the reserves and the magnitudes 
of oil imports of most countries, the possibilities 
in this respect are very limited), and (iv) reduction 
of non-essential imports (such as luxury consumer 
goods) in order to use the foreign exchange thus 
saved to finance oil imports. 


In some of the ESCAP developing countries, 
savings can be achieved in the last-mentioned 
manner, but, in such low-income countries as 
Bangladesh, India and Sri Lanka, there are hardly 
any non-essential items left on their import bills. 
In these countries, diversion of other import ex- 


10 Now Cambodia. 
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penditure to oil would have to cut into imports of 
capital goods, intermediate goods and food, with 
obvious adverse consequences. However, both the 
third and fourth possibilities are dead-end measures 
which cannot provide a dynamic solution to the 
problem for even a medium-term perspective. 


The extent to which the oil-importing develop- 
ing countries will be able to absorb the shock of 
the price rises and to adjust to their lasting effect 
depends largely on their export earnings. These, 
in turn, depend partly on developments in other 
areas of world trade and economic relations. It is 
very important, for example, that the measures 
outlined in the Declaration on the Establishment 
of a New International Economic Order™ be imple- 
mented to prevent further deterioration in the terms 
of trade for oil-importing developing countries and 
to ensure expanding markets for both their primary 
commodities and their manufactured exports. 


Initiatives have been taken in an area more 
specifically related to the oil problem, i.e. expansion 
of exports by ESCAP developing countries to the 
markets of oil-exporting developing countries, both 
within and outside the ESCAP region. A number 
of ESCAP developing countries have entered into 
bilateral trade negotiations with these countries. It 
can be expected that the populous oil-exporting 
developing countries in particular will be the fastest 
growing segment of the world market in the near 
future and, by taking a fair share in these markets, 
the oil-deficient countries can go some way towards 
solving the problem of financing oil imports. 


To achieve this aim, barter deals are among 
the possible promotion measures. For example, the 
Philippine Cement Corporation and the Indonesian 
Government are reported to have agreed on a barter 
deal involving between 50,000 and 60,000 tons of 
oil and cement. Since the cement industry in the 
Philippines has been operating at only around 60 
per cent of its capacity, this deal would contribute 
to fuller utilization, while also producing a net 
addition to the foreign exchange earnings of the 
Philippines. Iran is reportedly interested in similar 
barter deals involving cement and timber. The last- 
mentioned case would be extremely helpful in view 
of the recently depressed situation in the main 
timber markets in developed countries. 


It has been recognized that, at least in the 
short term, a large part of the increased oil-import 
bill of the developing countries will have to be 
financed from external sources. Initially, proposals 
were made to introduce a two-tier price system 


11 Adopted by the sixth special session of the General Assembly on 
1 May 1974. 


under which the oil-deficient developing countries 
would be charged lower than market prices. This 
would be grant-like aid extended by oil-exporting 
countries, amounting to the margin between the 
market price and the lower price fixed for supplies 
to oil-deficient developing countries. 


Although these proposals did not gain accept- 
ance, the oil-exporting countries subsequently started 
to supply oil to some ESCAP developing countries 
on special terms, mainly through bilateral agree- 
ments. For example, India negotiated special 
financing terms for part of its 1974 crude oil imports 
from Iran and Iraq in the framework of broad 
agreements covering future trade, investment and 
financing arrangements. Although no concessions 
have been granted on selling prices, it has been 
reported that only part of the price will be payable 
in cash, the rest being covered by credit on easy 
financing terms. Pakistan, the Republic of Korea 
and other ESCAP developing countries have also 
used bilateral arrangements to expand their trade 
with the oil-exporting countries. 


The important initiatives to solve the problem 
of financing the increased oil bill of the developing 
countries have been, and must be, taken at a 
multilateral, global level. As might have been 
expected, the developing countries tend to have been 
left out of the process of recycling the so-called 
petrodollars which have flowed, principally through 
the international banking system, back to developed 
market economies. Thus, it has been reported’? 
that, in the first five months of 1974, up to 
$US 12,000 million or more of petrodollars had been 
committed to developed countries to help cover 
their 1974 balance of payment deficits resulting 
from the increased price of oil. Thus, the recycling 
of petrodollars to oil-deficient developing countries 
will have to rely more on government-to-government 
channels and on intergovernmental institutions, such 
as IMF. This problem is dealt with in more detail 
in chapter VI on ‘‘Development assistance” and in 
chapter X on “Policy of short-term and immediate 
concern for the ESCAP countries”’. 


(iii) Increased production of indigenous sources 
of energy 


Some policies have been adopted by oil-deficient 
countries of the region to increase the output of 
indigenous sources of energy in the short run. 
Measures have been taken to accelerate production 
from existing plants, such as from coal mines and 
oil wells, and to accelerate the development of hydro 


12 “Financial aspects of the energy situation”, speech by Mr. D. 
Rockefeller, Chairman of the Board, Chase Manhattan Corporation, 
at the International Monetary Conference, Williamsburg, Virginia, 
6 June 1974. 
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and nuclear power projects which have already been 
started. Such moves have occurred in the Khmer 
Republic,'* the Philippines, the Republic of Korea 
and Thailand, for example. However, financial 
constraints may prevent successful implementation 
of this policy in some countries. 


Wood is still a major source of energy in 
developing countries. Production of wood fuel in 
the ESCAP region is estimated at 308 million tons 
of coal-equivalent annually, and it is used by more 
than 80 per cent of rural households as a primary 
source of energy. The high price of oil will stimu- 
late increased production of wood and charcoal, 
but their potential is limited by the need for forest 
conservation. 


(2) Long-term measures 


To tackle the energy problem, the ESCAP 
developing countries have also initiated various long- 
run policies. These vary according to the resource 
endowments of the countries concerned, but mainly 
take the forms of (i) increasing indigenous supplies 
of oil, (ii) development of new energy sources, and 
(iii) integrated energy planning. 


(i) Increasing the indigenous supplies of oil 


The oil-deficient developing countries have ex- 
panded their search for new oil deposits. Explora- 
tion for oil has been conducted in various areas 
and is being intensified especially in offshore areas 
of the Gulf of Thailand and along both the eastern 
and the western coasts of India. 


(ii) Oil substitution and the development of 
new sources of energy 


The increased price of oil provided a very strong 
incentive to substitute other primary energy sources 
for oil.4 Although some possibilities for this do 
exist, even in the short term, they are rather limited 
in view of the technological rigidities in consuming 
sectors and time-lags involved in developing alter- 
native sources. 


In charting their programmes to supplement 
and/or substitute for oil, the ESCAP developing 
countries rely mainly on their indigenous energy 
resources. Thus, India is giving more emphasis to 
expanding coal production, followed by hydroelec- 
tricity and nuclear energy; Afghanistan and Bangla- 
desh intend to use more natural gas, which they 
possess in ample quantities; in the Philippines, 


13 Now Cambodia. 

14 Coal can also be substituted for oil as a feedstock for producing 
fertilizers. For example, India is accelerating the programme of 
building coal-based fertilizer plants, two of which will be commis- 
sioned between 1975 and 1977. 


nuclear energy and ‘hydropower may provide the 
main solution to the energy problem; and, in the 
Republic of Korea, it may be nuclear energy com- 
bined with increased use of coal. 


The countries face great problems in imple- 
menting these programmes. For example, the in- 
creased use of coal in India is conditioned not only 
by increased coal output and technological adjust- 
ments in consuming sectors, but also by the increased 
capacity of transport systems, mainly railways and 
coastal shipping, to move the coal from pitheads 
to consuming centres. Bangladesh faces a similar 
problem in regard to bringing gas to the consuming 
areas. 


In general, the diversification of the energy 
source-base involves huge investments which the 
countries find difficult, if not impossible, to finance 
from domestic savings, The case of the Philippines 
illustrates the magnitude of the problem: here a 
programme has been launched which inter alia 
should reduce the share of oil in generating electricity 
on Luzon Island from the present 80 per cent to 
5 per cent in 1985. The bulk of the electricity 
should be generated by 1982/83 by a planned 
nuclear power plant of 12,00 MW capacity. This 
alone will save the country about $US 170 million 
a year on petroleum imports at current prices. 
However, early in 1974, the total cost of this project 
was estimated at $US 750 million,!® most of which 
will have to be covered by external financing. 


The Republic of Korea has also given high 
priority to the development of nuclear power, and 
the country is planning to complete construction 
of four atomic power plants, each of 600,000 kW 
capacity, by 1981. Japan plans to increase its 
nuclear power capacity from 1,820 MW to 60,000 
MW by 1985, and India and Pakistan are also 
planning to increase their nuclear power capacities. 


However, there are many problems in connexion 
with the development of nuclear power. First, as 
can be seen from table IV-8, capital investment 
per unit of output is very high for small plants 
compared with oil-fired plants. Moreover, enriched 
uranium, the main source of fuel, is expensive and 
available only in a few countries— only Australia, 
China, India, Indonesia!® and Japan in the ESCAP 
region. Another problem is the potential danger 
from radio-active materials and wastes. Thus, 
careful consideration must be given to a plant’s 
location and to the maintenance of adequate safety 
measures. 


15 As reported in Far Eastern Economic Review, 24 June 1974. 
16 Uranium has recently been discovered in Indonesia. 
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The ESCAP region possesses considerable 
potential for the development of hydroelectric power. 
After the initial investment, the running cost per 
unit of output is considerably lower than that of 
thermal electricity, and the projects are usually 
multipurpose, producing additional benefits such as 
irrigation, flood control and navigation. Increasing 
attention is being given to the development of 
international rivers in the region and the success 
of the co-operative development of the Mekong 
River may serve as an incentive for other such 
developments.17 


The energy crisis has caused increased attention 
to be given to the development of new sources of 
energy, such as solar, wind, tidal and geothermal. 
In the United States, for example, a series of 
techno-economic feasibility studies on the application 
of solar energy, ocean thermal-difference power 
plant design, and a large wind-power electricity 
system have recently been conducted. The experi- 
ments have revealed great potential and promising 
prospects for development. 


Non-commercial sources of energy still con- 
stitute a large portion of total energy supplies in 
some ESCAP developing countries, and efforts are 
being made to make better use of these. One 
very promising solution to the energy problem in 
rural areas seems to be offered by using animal 
and human waste for producing fuel through a 
gasification process, with residuals retaining nutrient 
value and thus contributing to the solution of 
fertilizer shortages. Indeed, projects related to the 
development of non-conventional sources of energy 
should receive high priority, because of their re- 
latively shorter gestation period and smaller capital 
requirement. This applies particularly to smaller 
projects involving the use of waste material, solar 
radiation and wind. 


(iii) Integrated energy planning 


Efforts are being made in the region to evolve 
comprehensive programmes of energy development 
comprising exploration, exploitation, conversion and 
utilization of various sources and forms of energy 
throughout the economy.'® This trend should be 
strengthened through co-operative efforts!® by 
ESCAP member countries. Integrated energy plan- 
ning is a vital element in the process of adjusting 


17 See Impact of the Energy Crisis on the Development of Hydro- 
electric Power in the Lower Mekong Basin, (Committee for Co-ordina- 
tion of Investigations of the Lower Mekong Basin, 1974), p. 17. 

18 See, for example, “National Energy Plan and Policies”, appended 
to the Four-Year Development Plan (1974-1977) of the Philippines. 

19 The ESCAP secretariat proposes to expand technical assistance 
to the member countries as well as to facilitate exchange of experiences 
on integrated energy planning. 


economic structures, as well as in the development 
strategies, both sectoral and over-all, which the 
ESCAP developing countries must undertake in 
response to the increased price of oil. 


It is too early to assess the magnitude or chart 
the detailed characteristics of these structural adjust- 
ments. However, it can be said that, in general, 
the oil-deficient developing countries will try to 
make their pattern of development less energy (oil) 
intensive. Thus, for example, it can be expected 
that, in the transport sector, emphasis will shift to 
railways and river and coastal shipping in view of 
their lower consumption of energy per ton/kilometre 
compared with road transport. In regard to rail- 
ways, the scope for electrification will broaden at 
the expense of dieselizafion, For passenger trans- 
port, mass transit systems for big cities will become 
more advantageous than cars to an even greater 
extent. 


However, the process of structural adjustment 
in oil-deficient developing countries requires both 
technical “‘know-how”’ and large amounts of invest- 
ment funds. To a considerable extent these must 
come from external sources. One idea which is 
gaining acceptance is to combine technical assistance 
and funds from developed countries with funds 
provided by the oil-exporting developing countries, 
in order to assist the oil-deficient developing coun- 
tries to develop alternative sources of energy and 
undertake other structural adjustments. The oil- 
exporting countries have shown their willingness to 
assist financially through both bilateral and multi- 
lateral channels. 


(d) Conclusion 
(1) Future prospects for oil 


It is difficult to predict what further change, 
if any, there will be in the price of oil in the short 
run. There are indications, however, that oil was 
relatively under-priced before October 1973, having 
declined vis-a-vis other commodities since 1950. 
Other evidence includes the ability of importing 
countries to levy very heavy taxes on oil and oil 
products. 


At 1 January 1969, the world’s proved reserves 
of oil were estimated at 67,100 million tons, of 
which 61.3 per cent was found in the Middle East, 
17.5 per cent in South America, 11.5 per cent in 
North America and 8.6 per cent in the Soviet Union 
and other centrally-planned economies of eastern 
Europe.2° Shinichi Ichimura has commented on the 


20 P. R. Banquis, R. Brasseur and J. Masseron: “Trends and pros- 
pects in crude petroleum production with particular reference to the 
period 1971-1980” in Petroleum in the 1970s (United Nations publica- 
tion, Sales No. E.74.II.A.1). 
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future of oil reserves thus: “the annual ratio of 
oil reserves to annually produced oil has maintained 
a constant 30 since my childhood, so it is difficult 
to believe that oil will be really exhausted in 30 
years”.21_ With the more intensive search for oil 
triggered by the present high prices, new deposits 
have been discovered in many countries in the 
ESCAP region. Huge reserves of oil have also 
been discovered in Mexico, Iran and in the North 
Sea and Norway. 


At a meeting in the middle of December 1974, 
the OPEC member countries agreed to adopt a 
“single-price system’ on crude oil, effective 1 
January 1975, and to freeze the price for crude 
oil until September 1975. This new pricing system 
together with the policy to maintain the same price 
for the first nine months of 1975 has had a stabilizing 
effect on the world economy as it will enable the 
oil-importing countries to plan ahead and to adjust 
their economies during this period. 


(2) Development of alternative sources of 
energy 


As discussed earlier, economic development is 
accompanied by an increasing demand for energy. 
Although the demand for oil as a source is relatively 
inelastic in the short run, we can expect a relative 
increase in the use of other sources in the longer 
run, depending on their relative long-run prices. 
The energy crisis has encouraged efforts by countries 


? See Shinichi Ichimura, “Japan: The rising sun or the sinking 
ship — The energy problem and the food shortage”, discussion paper 
No. 74, Center for Southeast Asian Studies, Kyoto University, Japan, 
July 1974. 
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to achieve self-sufficiency in supply, particularly as 
energy is a strategic commodity for economic 
development.” 


To attain a higher degree of self-sufficiency, 
the oil-deficient countries can accelerate production 
of indigenous sources of energy and undertake more 
extensive searches for reserves of the conventional 
sources such as oil, coal, and natural gas. On the 
other hand, centres could be established in the 
region to conduct researches into non-conventional 
sources of energy, such as solar, tidal, ocean 
current, wind, geothermal and bio gas, and countries 
should co-ordinate their efforts in these fields. There 
is also considerable scope for the co-operative 
development of energy sources. 


(3) The role of international organizations 


International organizations can contribute to 
many of these activities. The international financial 
institutions are being used to channel some of the 
earnings of the oil-exporting countries to the de- 
veloping countries, and this flow could be expanded. 
International organizations could facilitate the 
negotiation of trade agreements between the oil- 
exporters and the developing countries, on either 
a bilateral or a multilateral basis. They may also 
serve as centres for the dissemination of information 
to Governments, and could take the initiative in 
the development of large-scale inter-country energy 
projects. 


22 On 15 August 1974, the United States Congress voted $US 20,000 
million for the energy research and development programme to attain 
self-sufficiency in energy. 
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Table IV-1. CoMPOSITION OF ENERGY CONSUMPTION IN THE 
ESCAP REGION, 1961, 1965, 1970 AND 1972 


(million metric tons of coal equivalent) 


Natural and Hydro, nuclear 


Region Year Solid fuels Liquid fuels imported gas eee sited Total 
Developing ESCAP . . 1961 331.377 57.360 6.042 4.787 399.566 
(82.9) (14.4) (1.5) (1.2) (100.0) 
1965 404.271 76.396 8.503 7.820 496.990 
(81.3) (15.4) (1.7) (1.6) (100.0) 
1970 480.058 138.587 24.581 10.638 653.864 
(73.4) (21.2) (3.8) (1.6) (100.0) 
1972 525.694 167.560 26.793 12.919 732.966 
(71.7) (22.9) (3.6) (1.8) (100.0) 
Developed ESCAP . . 1961 92.951 65.424 1.404 9.658 169.437 
(54.9) (38.6) (0.8) (5.7) (100.0) 
1965 96.067 123.631 2.621 11.038 233.357 
(41.2) (53.0) (1.1) (4.7) (100.0) 
1970 123.974 262.911 7.313 13.386 407.584 
(30.4) (64.5) (1.8) (3.3) (100.0) 
1972 112.989 288.218 10.051 15.565 426.823 
(26.5) (67.5) (2.4) (3.6) (100.0) 
ESCAP region. . 1961 424.328 122.784 7.446 14.445 569.003 
(74.6) (21.6) , (1.3) (2.5) (100.0) 
1965 500.338 200.027 11.124 18.858 730.347 
(68.5) (27.4) (1.5) (2.6) (100.0) 
1970 604.032 401.498 31.894 24.024 1,061.448 
(56.9) (37.9) (3.0) (2.3) (100.0) 
1972 638.683 455.778 36.844 28.484 1,159.789 
(55.1) (39.3) (3.2) (2.4) (100.0) 


Sources: United Nations Statistical Papers, Series J, Nos. 15 and 17: World Energy Supplies, 1961-1970. 
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Table IV-2. Per capita ENERGY CONSUMPTION IN THE 
ESCAP REGION, 1972 


Total energy Liquid fuels® Solid fuels Natural gas 
(kg) (ke) kg) (cubic metres)® 


Developing countries and territories 


Pr cuanistaimre tis Th) eh ws Rae, 38 13 7 5.6 
Bangiacesnmmre iy “ERES os 6 Sttawhe | 32 11 1 10.5 
Bhutan . 
“DAFE EW Go» uy Wiper re Lace cme oe) ea 58 32 6 0.6 
Brash Solomon Islands Vs". So. Ce 164 109 — ae 
ieee ah Bf cio es ye ky a eS 2,834 627 _ 1,408.5 
‘Cha, G6 Ese AS aens, URES eee, te 567 34 509 — 
Cook Islands 
Si ere. RBA ST os BEL ss 518 345 _— — 
Gilbertandirlice islands’). 5 soe 127 85 _ — 
PIGHEAKONGESTE Rt EE) ss LL. 3 1,034 683 6 —_— 
indiay eee” ae er LEER. 186 30 132 1.2 
PRU DNC Aner eas hr ea ta An cou aM 1s 133 56 2 B39 
Tran oe O47 Be es (eo pee, Sr eee 954 342 33 294.1 
Khmer Republic’ 5.) Ses) Sak as 25 16 1 — 
Tas es ibe at. =. c. Ee s. o, GRR RS 79 50 = — 
OMalaysiassa West Malaysiaj ) <4 5 4 9s) aque «+ 496 320 1 — 
Sabahy Preriurstiis yr teh midis 377 251 -— — 
Sarawake Ge we sh stirs ae. dep tas bie 530 234 — 129.1 
Nongoliae een Site Si iiccis. os See 963 227 622 -- 
ONBUYUMN Re co Ls ace KPRALEBs Leis ni sys se 5,571 3,714 — _ 
Nepal fe es ROME es ees es, 15 8 3 — 
Pakistanei: oe} dees ise eo 3 158 35 15 62.2 
PapuaiNewr Guinea rs ere re) me 188 120 —_ _— 
Philippines 4, >) GLa 311 201 1 — 
RensblctoreKoreae sy cs | «| SSE. 827 294 380 _ 
Repubiicvot Viet-Nam® 5. ./ 3 5 45, wos 287 191 — — 
MINTAPOLeMEMC OE ote Goi. NRE is. Ne 885 588 3 _ 
SigiLeil ay 5 ef 5 A, ne 146 90 1 _ 
Pubaland meena MG oe i Re 305 195 4 — 
Tonga 
Trust Territory of the Pacific Islands . . . . 332 221 — _— 
MVesteriMSainiOdse Get (rs eels) ew ys 117 74 _— aaa 


Developed countries 


SRVESTEATEY oy 5s SR ck ct eS 5,701 HAG} 2,689 246.0 
TRIED, Sdge au SA eying a 3,251 1,565 722 39.0 
iSfane WAELET ie SG AR heen hop eRe 2,887 1,042 564 76.4 


Source: United Nations Statistical Papers, Series J, No. 17: World Energy Supplies, 1969-1972. 
* Apparent consumption. 
> Now Cambodia. 
© Now Republic of South Viet-Nam. 
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Table IV-3. COMPOSITION OF ENERGY PRODUCTION IN THE 
ESCAP REGION, 1961, 1965, 1970 AND 1972 


(million metric tons of coal equivalent) 


Hydro and 
Crud. 
Yeer bp gee prone t Biin Natural gas Ee ay Total 
Developing ESCAP . . 1961 331.161 120.693 6.042 4.787 462.683 
(71.6) (26.1) (1.3) (1.0) (100.0) 
1965 404.447 177.273 8.503 7.820 598.043 
(67.6) (29.6) (1.4) (1.3) (100.0) 
1970 482.322 351.731 29.307 10.638 873.998 
(55.2) (40.2) (3.4) (1.2) (100.0) 
1972 526.468 465.855 41.669 12.919 1,046.911 
(50.3) (44.5) (4.0) (1.2) (100.0) 
Developed ESCAP . . 1961 86.671 0.863 1.401 9.658 98.593 
(87.9) (0.9) (1.4) (9.8) _ (100.0) 
1965 88.747 1.312 2.621  __-41.038 103.718 
(85.6) (1.3) (2.5) (10.6) (100.0) 
1970 94.801 12.116 5.644 13.386 125.947 
(75.3) (9.6) (4.5) (10.6) (100.0) 
1972 92.560 22.007 8.129 15.565 138.261 
(66.9) (15.9) (5.9) (11.3) (100.0) 
ESCAP region . . . 1961 417.832 121.556 7.443 14.445 561.276 
(74.4) (21.7) (3) (2.6) (100.0) 
1965 493.194 178.585 11.124 18.858 701.761 
(70.3) (25.4) (1.6) (2.7) (100.0) 
1970 577.123 363.847 34.951 24.024 999.945 
(57.7) (36.4) (3.5) (2.4) (100.0) 
1972 619.028 487.862 49.798 28.484 1,185.172 
(52.2) (41.2) (4.2) (2.4) (100.0) 
Sources: As for table IV-1. 
Note: Figures in parenthesis represent percentage share of the total. 


Table IV-4. EXTERNAL TRADE OF THE ESCAP REGION IN 
PRIMARY ENERGY, 1961, 1965, 1970 AND 1972 


(million metric tons of coal equivalent) 


Countries Year Imports Exports Trade balance 
Developing 
Afghanistan’ seq ren 1961 0.150 —_— —0.150 
1965 0.186 —_ —0.186 
1970 0.281 3.441 +3.160 
1972 0.354 3.795 +3.441 
Bangladesh Bes Be cies cies 1961* — —_— —_ 
1965° — — — 
1970* — —_— 
1972 1.358 — —1.358 
Bhutantee 3. Wi) oma i es 1961 — — _— 
1965 — — — 
1970 —_— —_ — 
1972 —_ _— a 
British Solomon Islands . . 1961 0.007 _ —0.007 
1965 0.012 — —0.012 
1970 0.021 --- —0.021 
1972 0.028 == —0.028 
Brunet). Ces ete ee 1961 0.003 5.451 +5.448 
1965 0.003 5.217 +5.214 
1970 0.024 8.738 +8.714 


1972 0.015 11.735 +11.720 
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Table IV-4. (continued) 


Countries Year Imports Exports Trade balance 

ucaas os) ie RMAs 1961 0.365 — —0.365 
1965 0.430 0.007 —0.423 

1970 0.489 —_ —0.489 

1972 0.290 —_— —0.290 

hina 6 AS ss 1961 5.804 0.773 —5.031 
1965 2.902 1.147 —1.755 

1970 0.521 0.707 +0.186 

1972 _ 0.633 +0.633 

Cooks Islands... ap .e. 0S 1% 1961 — — — 
1965 —_— — — 

1970 — —_— — 

1972 _ — — 

pe i eee Lee 1961 0.175 0.007 —0.168 
1965 0.282 0.011 —0.271 

1970 0.456 0.026 —0.430 

1972 0.551 0.078 —0.473 

Gilbert and Ellice Islands. . 1961 _— os —_ 
1965 -- _— — 

1970 0.007 —_— —0.007 

1972 0.007 —_— —0.007 

HongiKong, ge. ees ss 1961 2.278 0.036 —2.242 
1965 3.319 0.055 —3.264 

1970 5.796 0.068 —5.728 

1972 6.959 0.083 — 6.876 

Indians erases, eae S* 1961 10.336 1.191 —9.145 
1965 11.652 1.375 —10.277 

1970 16.358 1.239 —15.119 

1972 20.825 0.422 —20.403 

Indonesia’) . "swe 1961 3.646 22.647 +19.001 
1965 0.006 23.416 +23.410 

1970 0.415 41.207 +40.792 

1972 0.010 62.534 +62.524 

Tran one SS ane, 1961 — 68.160 +68.160 
1965 —_— 111.215 +111.215 

1970 _ 231.105 +231.105 

1972 _— 318.293 +318.293 

Khmer Republic® . 2... 1961 0.216 0.002 —0.214 
1965 0.295 — —0.295 

1970 0.475 0.052 —0.423 

1972 0.208 — —0.208 

Ue SE ec icant ee 1961 0.055 —_— —0.055 
1965 0.087 —_— —0.087 

1970 0.275 — —0.275 

1972 0.239 — —0.239 

Malaysiawmten sa (eee ln; 1961 7.121 5.281 —1.840 
1965 9.174 6.723 —2.451 

1970 14.489 11.216 —3.273 

1972 7.877 8.475 +0.598 

MongOlAg a, inti ss 1961 0.234 a= —0.234 
1965 0.412 —_— —0.412 

1970 0.379 _ —0.379 

1972 0.450 —_ —0.450 

INGUnIae. No ae ee ss 1961 _ = es 
1965 0.017 — —0.017 

1970 0.033 —_— —0.033 

1972 0.039 —_— —0.039 

Nepalis Sueno: ch M3 (1961 0.039 — —0.039 
1965 0.084 — —0.084 

1970 0.153 _— —0.153 


1972 0.162 — —0.162 
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Table IV-4. (continued) 


Countries Year Imports Exports Trade balance 
Pakistan’! 5° hs" Guartien ee 1961° 4.336 0.027 —4.309 
1965° 5.331 0.095 —5.236 
1970° 6.957 1.182 —5.775 
1972 5.140 1.950 —3.190 
Papua New Guinea... . 1961 0.106 0.007 —0.099 
1965 0.157 0.002 —0.155 
1970 0.351 — —0.351 
1972 0.669 0.099 —0.570 
Philippines 3) haat ee 1961 3.599 —_ —3.599 
1965 6.236 0.428 —5.808 
1970 11.896 1.167 —10.729 
1972 11.685 1.006 —10.679 
Republic of Korea... 1961 1.410 0.241 —1.169 
1965 2.252 0.205 —2.047 
1970 12.570 0.592 =H,978 
1972 16.288 0.927 —15.361 
Republic of Viet-Nam’ . . 1961 0.809 —- —0.809 
1965 2.252 0.001 —2.251 
1970 5.649 _ —5.649 
1972 5.564 — —5.564 
Singapore; yc es eens 1961 9.595 4.859 —4.736 
1965 13.498 8.271 —5.227 
1970 28.343 18.097 —10.246 
1972 35.961 24.530 —11.431 
Sriveanka® 3) 7 BEN ie sue 1961 1.716 0.011 —1.705 
1965 1.640 0.002 —1.638 
1970 2.877 0.242 —2.635 
1972 2.417 0.037 —2.380 
Thailand’ ).4 30 Sako clyde 1961 1.883 0.018 —1.865 
1965 3.406 0.248 —3.158 
1970 7.750 0.065 —7.685 
1972 10.059 0.632 —9.427 
Tonga. .,) oo ean 1961 _ —_— — 
1965 . — —- — 
1970 — = a 
1972 _— — — 
Trust Territory of the Pacific 1961 _ a se 
Islands 1965 —- — — 
1970 0.031 — —0.031 
1972 0.031 — —0.031 
Western: Samoa. agian ie 1961 0.009 — —0.009 
1965 0.014 — —0.014 
1970 0.015 — —0.015 
1972 0.017 — —0.017 
Developed 
Alistralia. “> 3 ei ee 5 1961 17.859 5.857 —12.002 
1965 23.362 8.832 —14.530 
1970 24.347 20.817 —3.530 
1972 15.597 26.564 +10.967 
Japant.s) i fee Ge 1s 1961 68.264 0.979 —67.285 
1965 130.691 1.071 —129.620 
1970 314.236 0.716 —313.520 
1972 363.004 2.604 —360.400 
New=Zcaland:) 7) v0 ure 1961 2.767 0.025 —2.742 
1965 3.905 0.357 —3.548 
1970 4.411 0.173 —4.238 
1972 5.337 0.290 —5.047 


Sources: As for table IV-1. 
* See Pakistan. 
» Including West Irian. 
© Now Cambodia. 
“ Including Sabah and Sarawak. 
© Including Bangladesh. 
* Now Republic of South Viet-Nam. 
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Table IV-5. Saupit ARABIAN LIGHT (34°) CRUDE OIL 


F.0.B. RAS TANURA 


Posted price 


Percentage of 


Estimated market 


Date (SUS per barrel) January 1970 price (gy Cae 
FARMACO GDS: Gs se 1.93 107 1.93 
May-June. 1957 5. . ... 2.08 116 1.83 
Rebratarysd959" cyt) i. 1 1.90 106 1.53 
September 1960) 2.0% 4. 1.80 100 1.45 
Januaryat9O7O) ena 3s 1.80 100 1.30 
February, 15, 1971%. 2°. 2.18 121 1.65 
Nanuary 20, 1972. «3 54 > = 2.48 138 1.85 
Januaryaly 19/S5a,0e, as) & 2.59 144 2.20 
Apmets 1973) Siee . 8s 3 2.76 153 2.30 
Puney1973" | Re a ree 8 2.90 161 2.70 
October 1.1973: Ges 3.01 167 2.70-3.10 
October 16, 19739" tw oy 284 3.65 
Janwaryalsy SOV4 subs welche eed: 11.65 647 8.00 


Percentage of 
January 1970 price 


148 
141 
118 
112 
100 
127 
142 
169 
177 
208 
208/238 
281 
615 


Source: “Some implications of the rising trend in petroleum prices for developing countries, 1970- 
1985” (NR/CONF(1)ICEC/2/Add.1), paper presented by the International Bank for Recon- 
struction and Development to the Intergovernmental Meeting on the Impact of the Current 
Energy Crisis on the Economy of the ESCAP Region, February 1974. 


* Posted price was changed a little on 1 June 1971, and on 1 July, 1 August, 1 November and 


1 December, 1973. 


Table IV-6. CRUDE OIL PRICES, OcToBER 1973 — JANUARY 1974 


(representative posted prices in $US) 


Date® Persian-Gulf® Trane Venezuela® Nigeria® Indonesia 
Octopersl9/ Sain BBs ie i 3.011 2.995 4.540 4.287 4.750 
November 1973 . 5.119 5.091 4.694 4.287 6.230 
December 1973 . 5.176 5.401 7.050 8.404 6.230 
January 1974 11.651 11.875 11.161 14.691 10.800 


Source: Petroleum Press Service. 
* Price as at first day of month. 
» Arabian light 34° ex Ras Tanura. 
© Jranian light 34° ex Kharg Island. 
4 General price for 34.° 


* Light crude 34° ex Bonny. 
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Table IV-7. ESTIMATED INCREASES IN PETROLEUM PAYMENTS 
IN THE DEVELOPING ESCAP REGION, 1974# 


(in million $US) 


Estimated 1974 payments 1973 Increase over 1973 
Country i a a a 
Bangladeshis atti cn (eee 75.0 100.0 35.0 35.0 65.0 
British Solomon Islands. . . 2.4 3.2 0.8 1.6 Be 
Biju Pee ee C0 a he 43.8 58.4 14.6 29.2 43.8 
HongtKong 7.) =eanel ee 339.0 454.4 113.6 225.4 340.8 
Pndia ab tac. sat One 2 795.0 1,060.0 415.0 380.0 645.0 
Leaostaey yes) <0 se ae 39.0 52.0 13.0 26.0 39.0 
Malaysiaueien ines ae coe 383.7 511.6 144.9 238.8 ~ 366.7 
Pakistanige. ety to vcuuot sedis 186.0 248.0 85.0 101.0 163.0 
Papua New Guinea. . . . 21.0 28.0 7.0 14.0 21.0 
Philippities, saan one 452.4 603.2 150.8 301.6 452.4 
Republic of Korea . . . . 653.4 871.2 260.8 392.6 610.4 
Republic of Viet-Nam® . . . 183.9 245.2 61.3 122.6 183.9 
Singapore). cen cs 921.3 1,228.4 390.2 531.1 838.2 
Thailand! cues gitar eames ne cies 446.4 5952 178.7 267.7 416.5 
WiesterniSamoa' i. cui sinon ric 1.8 2.4 0.6 iby! 1.8 


Source: Asian Development Bank, The Effects of Higher Petroleum Prices on the Balance of Payments 
of Selected DMCs of the Bank in 1974: Some Preliminary Estimates, March 1974. 


* The “low” estimates are based on the assumption that the prices of petroleum products will 
be three times the 1972 level, and the “high” estimates, four times. 


© Projected on the basis of part of the year reports. 


© Now Republic of South Viet-Nam. 


Table IV-8. PowER COSTS IN NUCLEAR AND OIL-FIRED PLANTS 


($US/KWh) 
Plant size Nuclear Oil-fired 
(4) “Capital =< O4M.~—Ss«*Fwel’=~=*«*Total’”=«=«CCapital” «=««O4M=——Fuel® =Total 
Liars. eel Ost 2.16 1.93 144 3.95 105°, T0075 15.8 
1500 FR oye Creme? 1.56 1.91 12.0 3.60 0.77 10.66 15.0 
7 aR emer ie eee 1.22 1.89 10.6 3.32 0.62 10.63 14.6 
BOs pe Sead et OES 0.89 1.84 8.9 2.88 0.48 10.61 14.0 
ADOT.” ESD 0.72 1.79 TO BTO*D 63 0.41 10.58 13.6 
a ria Bc da a 202" 0.55 1.70 eee 032+ "1057 13.2 
B00 5 a wiMtaeten | at.OM 0.46 1.60 6.1 2.14 0.29 10.56 13.0 
L000 258 ON ANTS 0.39 1.51 5.6 2.03 0.27 10.56 12.9 


Source: “Prospects for nuclear power development in the ECAFE countries” (NR/CONF(1).ICEC/ 
12), paper presented by J. A. Lane, Consultant, IAEA, to the Intergovernmental Meeting on 
the Impact of the Current Energy Crisis on the Economy of the ESCAP Region, February, 
1974. 


* Based on $US 7/barrel. 
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Chapter V 
RAW MATERIALS AND DEVELOPMENT: PRODUCTION AND TRADE 


The Declaration on the Establishment of a New 
International Economic Order and the Programme 
of Action on it provide a charter enshrining the 
principles that should regulate international economic 
relationships. New orientations are necessary be- 
cause, for too long, developing countries have found 
their efforts at development impeded by the slow 
growth and violent fluctuations in their export 
earnings. The recent upsurge in commodity prices 
shows signs of slackening, but there are distinct 
possibilities of continuing inflation, with a reduction 
in the economic growth of developed countries. 
The developing countries are thus faced with rising 
import bills for their requirements of food, oil and 
manufactured products, and shrinking demand for 
their exports. Co-operative action for a better deal 
for the exports of developing countries has to 
proceed from stabilization of export earnings, 
through various means, to viewing the problems in 
the context of international transfer of income for 
the economic and social development of developing 
countries. 


Ultimately, the rapid advancement of developing 
countries has to be based on the fuller utilization 
of their resources, human and material. Develop- 
ment of resources on a global scale calls for inter- 
national efforts, with the extension of capital and 
technical “know-how” to developing countries and 
with greater outlets for developing countries’ manu- 
factures in both developed and developing countries. 
In their efforts at development, the developing 
countries have to explore more fully the scope 
for co-operation with countries at a comparable stage 
of development, regionally and internationally. 


Developed as well as developing countries can 
benefit from a comprehensive inventory of the 
world’s natural resources and by co-operative efforts 
in their exploitation. The rights of the developing 
countries to their own natural resources have to be 
recognized in their bargaining with giant foreign 
investors. 


A requisite for a review of development is a 
United Nations “‘economic observatory” to ensure 
better knowledge of developments with respect to 
raw materials. 


(a) Current trends 


Developing countries in the ESCAP region are 
significant producers of some raw materials.1 as 
shown in table V-1, but they are in a strong 
bargaining position in the trade in few commodities 
which are non-competitive with products in other 
parts of the world. Tin is the major exception, 
being covered by an international agreement; an- 
other is rubber. Moreover, even with respect to 
agricultural raw materials of export interest to 
ESCAP developing countries, there are significant 
producers in the rest of the developing world. 


With the increasing pace of industrialization 
and domestic processing of raw materials, the 
significance of exports of crude materials in total 
exports has been declining in all the ESCAP de- 
veloping countries included in table V-2. However, 
the continuing importance of raw materials in the 
export targets is indicated in table V-3. Owing to 
lack of uniformity in the presentation of the details 
of the export targets in the plan documents, only 
broad conclusions can be drawn in this respect. 


The long-term decline in the importance of 
exports of major crude materials and processed raw 
materials in world trade is outlined in table V-4. 
Along with the long-term decline, there were signi- 
ficant annual variations in export unit values, 
volume and total value of exports of different 
agricultural raw materials between 1960 and 1972. 
This is shown in table V-5. Over the period there 
was significant price instability in natural rubber, 
jute, sisal and henequin, and hides and skins. The 
comparatively high instability in jute prices can be 
attributed to the variations in world raw jute pro- 
duction in the first half of the 1960s and a disruption 
in supplies in the major exporting country in the 
early 1970s: For natural rubber, sisal and henequin, 
and hides and skins, there were relatively small 
variations in the volume of exports, and price 
instability seems to be primarily the result of 
fluctuations in demand. 


Developing countries have not benefited equally 
from the commodity boom, as indicated by the 
recent increase in the value of exports (table V-6). 


1JIn this section, individual commodities are chosen for study pri- 
marily on the basis of their importance in external trade for more 
than one ESCAP developing country and their identification as prob- 
lem commodities. 
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Because of the composition of their exports (largely 
of raw materials), export-based economies in the 
region with comparatively high per capita income 
have benefited from the boom. Developing coun- 
tries left out of the boom are those whose raw 
material exports are not significant or which export 
such commodities as jute, tea and iron ore that 
missed the boom. 


A meaningful analysis of the current trends in 
terms of trade of raw material exporting countries 
requires indices, both prices and quantum, by sub- 
groups. They are difficult to derive, particularly 
on a comparable basis. “Indexation” of export 
prices of raw materials with the prices of essential 
imports is needed, and work has been initiated in 
the United Nations system. Movements in the 
aggregate terms of trade between 1972 and 1973 
are indicated in table V-6, with their changes during 
the decade 1958-1960 to 1968-1970. Again, it is 
the comparatively affluent export-based countries in 
whose favour the terms of trade moved during 
1973. Developing countries in south Asia generally 
had unfavourable terms of trade during 1973; many 
of them had a food supply deficit and some of them 
had to import ‘non-competitive’? metals and ma- 
chinery essential for their development. 


Many factors have played an important role 
in the commodity boom. The world manufacturing 
index, a reliable indicator of the demand for raw 
materials, expanded by nearly 10 per cent in 1973, 
its largest annual increase in the last 20 years. 
While world demand was climbing, production of 
food, feed and agricultural raw materials was 
seriously affected by adverse weather. World agri- 
cultural production, which had increased at about 
3 per cent on an average per year, declined slightly 
in 1972/73 for the first time since the Second World 
War. Stocks of the main commodities internation- 
ally traded had been reduced to such a low level 
that no further releases were available in the latter 
part of 1973. The wide fluctuations in exchange 
rates, monetary uncertainties and, in general, the 
inflationary climate stimulated purchases in com- 
modity markets; the sharpest price increases in 
world commodity exchanges coincided with violent 
speculative movements in the monetary sphere and 
with steep increases in the price of gold. 


Although the increase in the prices of primary 
products was widespread in 1973, there were large 
differences between individual products and product 
groups. Commodities like copra and coconut oil, 
which registered significant price increases in 1973, 
had suffered price declines in 1972; this was also 
the case for wheat, rice, rubber and copper (ore 
and metal). The price increases for maize, lead, 
palm oil and oilseed cake were less than those for 


the above commodities. Lumber and tin were 
among the commodities which registered price in- 
creases that were less than the average of all primary 
commodities. The dollar prices of several com- 
modities either increased by less than the deprecia- 
tion of the dollar or failed to rise at all, as in the 
case of iron ore, tea and jute. 


In general, prices of commodities continued to 
be higher in the first half of 1974, but the rates 
of increase were less rapid than during the last 
quarter of 1973 (see table V-7). With exceptions, 
e.g. vegetable oil and tin, there was a slowing down 
of the quarterly rates of increase in 1974 and an 
actual decrease in some commodities, e.g. rubber, 
iron ore and oilcake. 


An assessment of the impact of the commodity 
boom and its weakening has to take into account 
the relative position of developing countries as 
exporters of the various product groups and the 
changes in their share of trade in the commodities. 
However, it may be noted that developing countries 
were major exporters of only some of the primary 
commodities that benefited significantly from the 
price boom. Moreover, ESCAP developing coun- 
tries are also importers of primary commodities and 
have of late relied significantly on imports of staple 
foods, particularly grains. Of common concern to 
all the developing countries should be the significant 
slowing down of the real growth of developed 
OECD countries predicted for the near future, from 
6.7 per cent in 1973 to 1.3 per cent in 1974 and 
about 3.75 per cent in the first half of 1975. 


(bd) Raw material exports: external factors 


Impediments in developed countries to the 
commodity exports of developing countries take 
various forms. Some commodities face mainly 
problems in access to markets or both access and 
prices; cotton, oilseeds, oils and fats, and tobacco 
are examples of these in the ESCAP developing 
region. Other commodities are affected mainly by 
problems of competition from synthetic substitutes, 
as in the cases of rubber, mica, hard fibres, coir 
and coir products, jute, and hides and skins, which 
are all important in the region. Finally, the pro- 
blems with metallic ores have generally arisen from 
over-supply or, in the case of tungsten, short-term 
market instability. Illustrative examples surveyed 
in this section are drawn from the main export 
commodities of the countries of the region. 


(1) Access to markets 


Exports of processed commodities from deve- 
loping countries are in many cases hindered by 
differential tariffs, with an escalation of the level 
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of protection according to the degree of processing. 
Among the commodities affected by such measures 
are vegetable oils, jute manufactures, hides, skins 
and leather, ground pepper and timber products 
for the ESCAP region. 


For instance, while tariffs on oilseeds and oil- 
cakes in EEC countries are generally low, there are 
sizable and widespread tariffs on the oils, ranging 
from 5 to 15 per cent. In some major countries, 
their incidence is reduced by preferential systems. 
Given the low value added by oilseed crushing, even 
quite low rates of duty give considerable effective 
protection to domestic crushing industries. Quanti- 
tative restrictions are few, one instance being the 
United States’ restriction on imports of groundnuts 
to about 800 tons per year. Levies are another 
form of import barrier: EEC may impose com- 
pensatory levies for oilseeds and vegetable oils if 
situations arise which prejudice community products 
or if third countries grant any subsidy to exporters. 
So far, the generalized system of preferences does 
and contain many concessions in the field of oilseeds, 
fats and oilcakes, and the few existing concessions 
do not concern items of major importance to 
developing countries in this region. 


To cite another instance, raw jute is not subject 
to tariff barriers or quantitative restrictions in any 
of the major markets. However, a number of them 
apply substantial barriers to imports of jute goods 
in order to protect domestic industries. EEC, the 
United States and Japan, which together account 
for 75 per cent of the total imports of jute and 
jute products of the developed market economy 
countries, all impose tariffs on jute goods. The 
tariffs imposed by the United States, whose domestic 
jute industry has practically disappeared, are rela- 
tively low. In the EEC countries and Japan, on 
the other hand, in addition to tariffs, the total 
protection accorded to domestic industries includes 
extensive quantitative restrictions, mainly in the 
form of import quotas for non-standard or speciality 
products. In the United Kingdom, where no import 
duties are levied on Commonwealth jute, stringent 
quantitative restrictions have been applied. The 
reduction of duties has been begun by Japan under 
its generalized system of preferences scheme and 
under the recently concluded agreement between 
EEC and India. 


Hard fibres, such as sisal and hennequin, abaca 
and coir, are produced and exported exclusively by 
developing countries. Raw sisal and hennequin are 
not subject to restrictions of a tariff nature in most 
developed countries, but their manufactures. are 
dutiable in all the major markets. Coir fibre is 
admitted free of duty in most cases, but manu- 
factured coir products, mainly consisting of coir 


mats and matting, are subject to significant tariff 
barriers by the EEC. countries, Japan and, to a 
lesser extent, the United States. The EEC countries 
apply non-tariff restrictions to coir floor coverings 
in the form of import quotas. 


Among other impediments to commodity ex- 
ports from developing to developed countries are 
the widespread measures taken in support of the 
domestic production of many importable primary 
commodities. Restrictive effects flow from: in- 
creases in the relatively high-cost domestic output 
and self-sufficiency in the countries maintaining 
protection; the restriction of consumption through 
the maintenance of domestic prices, particularly in 
the case of commodities like sugar for which demand 
is fairly responsive to price changes; the emergence 
of exportable surpluses of protected commodities 
which are often disposed of with export aids in 
markets that are also of interest to developing 
countries; steep increases in revenue duties which 
restrict the consumption of commodities like tobacco 
that are of export interest to developing countries; 
and health regulations governing imports. Many of 
these problems are evident in the case of oilseeds. 


One instance of production support policy for 
primary products in developed countries is the 
deficiency payment scheme of EEC, which offers 
producers of rape-seed and sunflower-seed prices 
usually well above world levels and is without 
limitation as to area and quantity. EEC is currently 
considering ways of increasing its self-sufficiency 
ratio of proteins to animal feeding, and new policies 
to achieve this may be expected to decrease demand 
for oilcake. 


Export aids for their primary exports are also 
provided by EEC countries and the United States. 
In the latter, the main programmes concern soybean 
oil, tallow, groundnuts and their oil. For develop- 
ing countries there are advantages in such supplies 
at reduced prices or on concessional terms. How- 
ever, in the long run there is the risk that the future 
import requirements of countries used to such aid 
will continue to be channelled towards the con- 
cessional suppliers. Changes are being considered 
to make the United States’ over-all national policy 
for groundnuts and groundnut products more 
market-oriented; already exports are not being 
allowed at less than acquisition costs, thus reducing 
the subsidy element. 


There is need for a series of analyses of the 
marketing and distribution system for commodity 
exports of developing countries, covering the whole 
distributive chain between the points of production, 
export and consumption. Such studies should reveal 
the extent of inefficiency and “excess profits’, and 
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the potential gains from the improvement of the 
existing marketing structure. From the point of 
view of access to markets, studies are required to 
ascertain how far not only raw materials which 
enter duty-free, but also their processed products 
on which import duties may be reduced, gain from 
the effect on demand of such reductions; obviously, 
the internal market structure in developed countries 
will have an important influence on the extent to 
which such stimulus is passed on to their consumers. 
To cite another example: in the case of metallic 
ores there are tie-ups between investing (and im- 
porting) developed countries and exporting (deve- 
loping) countries; and the terms on which such 
exchange takes place are usually dominated by 
multinational firms which are also responsible for 
the marketing in the importing developed countries. 


(2) Competition from synthetics and substitutes 


Some of the main export commodities in the 
region face competition from synthetics and sub- 
stitutes; these are natural rubber, jute and kenaf, 
hard fibres and hides, skins and leather. The rapid 
growth in consumption of synthetics and possible 
lines of action in favour of natural products have 
to be viewed against the background of a number 
of technical and financial factors. 


Technical factors have influenced the pre- 
ferences of manufacturers and end-users favouring 
the replacement of natural products by synthetics. 
Massive expenditure has gone into basic research 
and development of new processes; the new pro- 
ducts have been aggressively promoted through 
expansive sales efforts and extensive customer ser- 
vice. Producers of natural products are attempting 
to meet the challenge by intensifying research and 
development activities. Their success, even with 
small outlays as in the case of natural rubber, 
should encourage further and enlarged efforts. 


Relative costs and prices have, till the recent 
increase in oil prices, generally worked in favour 
of synthetics, as in the case of synthetic rubber 
reducing the proportion of natural rubber in total 
elastomer consumption far below the proportion 
warranted by purely technical factors. Even where 
the synthetic raw material is more expensive than 
its natural equivalent, the finished product is gene- 
tally cheaper than that manufactured from natural 
raw material; jute manufacture is a good example 
of this. Although synthetics may be higher in price 
at the time of their introduction, subsequent deve- 
lopments in economies of scale can reduce their 
prices, as in the case of poromerics. The more 
the excess capacity built into the manufacture of 
synthetics, the more aggressive the sales promotion 


to reduce costs. Natural raw material producers, 
in response, are trying to increase their productivity. 


Producers of synthetics have generally scored 
over suppliers of natural products by maintaining 
stability in their short-term prices and making them 
readily available to users. Unstable and high prices, 
shortages in supply and inefficient marketing systems 
have placed the natural products at a disadvantage 
since, once the synthetics gain a foothold, it is 
difficult to dislodge them. 


The synthetic industry in the developed coun- 
tries is so structured as to stimulate the demand 
for synthetics and restrict that for natural materials. 
There are strong links in ownership and manage- 
ment between synthetic producers and industries 
processing and manufacturing the finished products. 
For instance, it has been estimated that one-half 
of the capacity of the synthetics rubber industry 
in developed market economies is accounted for 
by vertically integrated plants. Such linkages, for 
instance, are common between vehicle tyre and 
synthetic rubber plants. Moreover, many synthetics 
are developed and marketed by multinational firms; 
thus they command financial and technical resources 
beyond the reach of producers of natural products 
and even of some of their Governments. The hope 
of raw material producers lies in productivity 
improvements, establishment of efficient processing 
industries and the reduction of tariff and non-tariff 
barriers to their exports. 


Recent developments, particularly the rise in 
petroleum prices have relieved to some extent the 
competitive pressures on prices of natural products. 
However, this should not lead to excessive optimism. 
There is at present a broad consensus of views with 
regard to the competitiveness of natural products 
with synthetical substitutes. Firstly, because of 
various factors, including the rise in oil prices, 
general inflationary pressures, the rise in cost of 
capital, and pollution control, the cost of synthetic 
materials has risen significantly, ranging from 20 
per cent for synthetic rubber, and 20-30 per cent 
for synthetic competing with jute and hard fibres, 
to about 80-85 per cent for major synthetic fibres 
competing with cotton. Secondly, the price of 
synthetic materials has increased even more than 
cost increases, owing to shortages in the supply in 
some key chemicals. Thirdly. the price boom for 
natural products in 1973 and 1974 would, by itself, 
reduce their competitiveness. Finally, the cost of 
synthetics can be expected to increase further during 
the rest of the decade. At the same time, however, 
there is a likelihood of higher costs for natural 
products as a result of rising costs of transport, 
fuel, power and agricultural inputs. 
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(i) Natural rubber 


In the 1960s, production of natural rubber 
expanded faster than in the previous decade: 3.7 
per cent compared with 0.6 per cent; but demand 
grew at 7.3 per cent a year and the output of 
synthetic rubber rose by 9.6 per cent a year. 
Another feature was the downward trend in prices 
since 1960 caused by the intensification of com- 
petition between natural rubber and_ synthetic 
rubber. World export of the natural product be- 
tween 1969 and 1971 in value terms were only 
about two-thirds of that in the comparable period 
a decade earlier, in spite of a steady increase in 
volume. The recent increase in oil prices has 
redressed the situation; however, in view of the 
projected increase in natural rubber production in 
ESCAP developing countries, through replanting 
and new planting, the long-range problem cannot 
be overlooked. 


The difficulties have to a large extent resulted 
from inadequate supplies and the relatively high 
cost of natural tubber, the superior technical 
characteristics of the synthetic for many end-uses 
and its ready availability and constant quality. The 
challenges are being met in two ways with varying 
success among ESCAP producers: by expanding 
production through more efficient means and 
through extensive replanting and upgrading of small 
holdings, and by developing standard grades based 
on technical specifications. 


While there are no barriers to trade in natural 
rubber or improved forms of it in EEC countries, 
the United States continues to impose a duty of 
5 per cent on improved natural rubber, compared 
with 3 per cent on processed synthetic rubber. 


There are prospects of continuing encroachment 
on the market by new synthetic rubber, such as 
polyisoprene, a-near-perfect substitute for natural 
rubber. Thus, there has to be intensification in the 
programmes for increasing productivity, technical 
grading and marketing and finding new uses for 
natural rubber. In addition, there is the short-term 
problem of adjusting supply to short-term fluctua- 
tions in demand. Production adjusts relatively 
slowly to sudden demand fluctuations: it has been 
calculated that the average percentage deviation of 
monthly prices from the linear trend was 10.6 per 
cent between 1965 and 1970. Thus, the stabilization 
of prices within a range which is fully competitive 
with that of the synthetic competitor is necessary. 
Malaysia has already gained experience in the 
management of reserve stocks located in rubber- 
consuming countries. 


(ii) Jute and allied fibres 


After a spectacular and sustained annual growth 
of about 5 per cent over a period of 15 years, 
world jute consumption stabilized at about 3.5 
million tons annually during the mid-1960s. Short- 
falls in production, most serious in 1965/66 and 
1968/69, checked further expansion in consumption. 
Uncertainties in supplies and high prices stimulated 
intensive development of synthetic substitutes. By 
the beginning of the 1960s, competition from 
synthetics had already intensified rapidly throughout 
the world. As a result, jute demand in the deve- 
loped world has continued to decline. In addition 
to facing competition from paper and bulk handling, 
jute had had to respond to cheaper synthetic sub- 
stitutes. These include high-density polyethylene in 
film forms which compete in the heavy-duty bag 
market, and rubber latices which are used as a 
secondary backing in tufted carpets. The greatest 
current threat to jute comes from woven and spun 
polyolefin fabrics, especially those from polypropy- 
lene which has been making rapid inroads into all 
the major jute end-use markets. 


The future course of polypropylene prices in 
relation to those of jute goods will be crucial in 
determining the demand for jute in world markets. 
The current rise in polymer prices is expected to 
continue throughout the present decade. However, 
the cost of processing it into fabrics and bags is 
likely to be further reduced by advances in 
technology. On current indications it appears that, 
although prices of synthetic substitutes in most 
developed countries are likely to rise above current 
levels, jute manufactures may still remain uncom- 
petitive in some major end-uses. Continued, if 
slower, substitution by synthetics is likely to occur 
unless prices of jute fabrics can be reduced further, 
regularity in supply can be ensured, and quality 
can be improved to match the technical properties 
of synthetics. 


According to an IBRD study, dated September 
1974, jute hessian prices in the United States are 
currently between 48 and 78 per cent above com- 
peting polypropylene cloth prices, and jute primary 
carpet backing is 39 per cent dearer than its synthetic 
substitute. In the short run, jute fabric prices need 
to come down substantially from present levels if 
minimum competitive prices with the synthetic 
substitutes is to be achieved. Possible ways of 
bringing about such reduction include reductions in 
export duties and internal taxes, lowered manu- 
facturing costs through increased efficiency, and 
savings in the cost of transportation and marketing. 
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In the long run, prices of raw jute have to be 
maintained at the current levels in spite of the 
effects of rising oil prices. This will need to be 
done chiefly by means of increased yields through 
improved cultivation practices, better seed distribu- 
tion, and acceleration in research on high-yielding 
varieties. Stability in supply and maintenance of 
prices at competitive levels can be ensured through 
the building and management of national stocks and 
through co-ordination of such policies between 
important producers like Bangladesh and India. 


Efforts should be accelerated to find alternative 
uses for jute and jute manufactures. The Jute 
International to be set up shortly may be expected 
to take over-all responsibility for research, promo- 
tion and development for jute and kenaf, with the 
objective of maintaining a strong and expanding 
demand for these fibres and their manufactures and 
to stimulate their consumption. 


(iii) Hard fibres 


The Philippines is an important exporter of 
abaca, while India and Sri Lanka specialize in coir 
fibre, coir yarn and coir products. 


Synthetics are technically superior to abaca for 
most rope-using purposes because of their safety, 
durability and lightness, and they have continued 
to gain at its expense. However, the demand for 
abaca, largely for paper pulping, is expected to 
increase in the United States, the United Kingdom 
and Japan, causing plans for increased production 
to be implemented in the Philippines. Stronger 
measures are necessary to increase the viability of 
the industry, especially to produce the grades of 
fibre required in paper pulp production. In addi- 
tion, high-density baling presses are required to 
reduce freight costs, and intensified research for 
further uses of abaca is needed. 


Coir fibre exports from India and, to a greater 
extent, Sri Lanka have gained a respite from com- 
petition due to high prices of synthetics. However, 
synthetics have an inherent advantage in mattress 
fibre production, the most dynamic sector of de- 
mand. Research is needed in the modernization 
of fibre-extraction methods, quality improvement, 
the transfer of technology for processes such as 
rubberizing the fibre, and the search for new end- 
uses. A regional coir research institute has been 
proposed by the Asian Coconut Community. Coir 
yarn, which is also gaining from the high prices 
of synthetics, requires research and promotion of 
markets. Coir products’ competitiveness could be 
strengthened if many of the tariff and non-tariff 
barriers in developed countries could be removed. 


(iv) Hides, skins and leather 


The major exporters of these commodities are 
in the ESCAP region. India and Pakistan together 
accounted for 21 per cent of world trade in leather 
between 1968 and 1970. There are tariff barriers 
against their exports to the United States, the EEC 
countries and Japan, and also non-tariff barriers 
in the case of Japan. Synthetic substitutes for 
leather have been growing in strength. Where 
durability is important, and where appearance and 
comfort are more important factors, leather has 
managed to hold its own. Two-thirds of all leather 
produced goes into the manufacture of footwear, 
where heavy leather has been replaced by synthetics. 


Developmental efforts-have so far concentrated 
on improvements in tanning and in the technical 
characteristics and performance of leather in parti- 
cular end-uses. Relatively little emphasis is being 
given to the initial stages of the production process, 
such as the flaying and preservation of hides and 
skins. On the whole, research efforts in hides, 
skins and leather are quite inadequate. 


(3) Pricing policies 


The traditional objective of pricing policy with 
respect to exports from developing countries has 
been stabilization, to help bring ‘‘orderly” develop- 
ment to primary commodity trade and, specifically, 
to try to stabilize the income of primary producers. 
Such a role has been increasingly superseded by 
the use of schemes~ of compensatory financing, 
although these have to deal far more flexibly and 
effectively with balance of payments difficulties than 
at present. 


Arguments in favour of pricing arrangements, 
dealt with below, have laid emphasis increasingly 
on their functions as indirect forms of international 
transfer of income. By raising the prices of primary 
commodities above their normal market levels, 
income is redistributed from the consuming rich 
countries to producers in the poor countries. Thus, 
the objective of stabilization is expressed in terms 
of intervention in the market to stabilize the price 
at a level above the market price, rather than of 
trying to achieve stability around the medium trend. 
Producers making arrangements need to recognize 
that greater participation by consumer countries is 
necessary for stabilization above the market price. 
Even with such participation, price arrangements 
are likely to be undermined by uncontrolled com- 
peting commodities and synthetic substitutes. 
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The present needs? are to incorporate com- 
modity agreements which set prices into a general 
programme for trade and development, to use them 
to increase foreign exchange earnings in the short 
run and, at the same time, to try to transform the 
economies of producing countries in order to reduce 
their dependence on the production and export of 
primary commodities. In the International Coffee 
Agreement, member countries were encouraged to 
diversify their economies by providing finance to 
induce coffee producers to shift into the production 
of other commodities, the diversification fund being 
built up mainly by levies on exports of 10,000 bags 
a year. Thus, primary producing countries should 
be encouraged to increase their export of manu- 
factures. This involves their being provided with 
capital and technical “know-how” by the rich 
countries and with opportunities to sell such exports 
in the rich countries. 


(i) Informal international commodity 
agreements 


Voluntary arrangements among producers and 
consumers concerned with price levels and/or the 
level of exports have been tried with success in 
the cases of hard fibres, jute and tea within the 
respective FAO Intergovernmental Groups. In the 
case of hard fibres, the arrangement is based on 
informal international export quotas along with, at 
times, minimum and target prices. With regard to 
jute, the arrangement is based on an internationally 
agreed target price range linked to the domestic 
price policy of the main producing country. An 
informal arrangement operates in the case of tea, 
using an export quota without specific price pro- 
vision. 


These arrangements have the advantage of 
flexibility, are easy to make compared with formal 
trade agreements and are liable to extension, 
modification and adaptation if the parties so desire. 
Where target price has been agreed upon, its 
achievement could be facilitated by monthly phased 
purchases on a monthly basis by the importing 
countries. Even if the regulation of export supplies 
or prices is not attempted, there can be informal 
voluntary governmental commitments to regulate 
markets. 


(ii) Compensatory payment arrangements 


Under these arrangements, funds are transferred 
from importers to exporters, their amount being 
linked in some way to the quantity of exports and 
to the prices received or, more generally, export 


2 For new initiatives undertaken by the Secretary-General of 
UNCTAD, see An Integrated Programme for Commodities (TD/B/ 
C.1/166 and Supplements 1-6), December 1974. 


earnings. These arrangements require agreement on 
the amount and conditions of the payments and the 
ways of administering the system. There are two 
main variants for generating the funds: levies on 
imports or total consumption, and budgetary alloca 
tions from the importing countries. This scheme 
has great advantages when it is difficult to have 
commodity agreements on all the commodities in 
a group, such as oilseeds, oils and oilcake, hecause 
it can be implemented for a specific commodity. 


(iii) International commodity schemes 


International commodity schemes can be of two 
broad types: measures based primarily on export 
quotas, and measures based primarily on multilateral 
contracts, such as the International Wheat Agree- 
ment. 


Export quota schemes seek to stabilize the price 
of a commodity or a group of commodities by 
regulating the quantity for the world market from 
producing countries. The effectiveness of such an 
agreement depends largely on the comprehensiveness 
of the agreement, and involves regulation of output. 
Indeed, almost insuperable difficulties are faced in 
the allocation of agreed shares of the total market 
to individual products within a group of commodities 
for subsequent distribution among exports. 


The main feature of multilateral contracts is 
the obligation on the part of importers or exporters 
to buy or sell certain guaranteed quantities. A high 
proportion of world trade in the commodity has 
to be covered if destabilizing effects are to be 
avoided, and participating countries need to carry 
sufficient stocks to fulfil their obligations. If the 
prices negotiated are such that they remain at 
“‘remunerative” levels above long-term equilibrium 
price levels, much of the trade under the agreement 
will have to take place at the “floor price” and 
the importing countries will have to intervene in 
their domestic markets to ensure absorption of the 
commodity. 


(iv) Buffer stock policies 


Operations with buffer stocks stabilize a com- 
modity market by allowing stocks to be released 
when prices are high, thus increasing supplies in 
times of scarcity, and to be augmented when prices 
are low, thus stimulating effective demand in times 
of abundant supply. Obviously, buffer stock tech- 
niques are largely applicable in the case of com- 
modities which can be stored at relatively little 
cost; for which fluctuations tend to even out over 
the medium term; and in which there is an effective 
and homogeneous market, with well-defined and 
generally recognizable grades, so that price indicators 
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for effective buffer stock action are easily available. 
Buffer stock operations in tin have been successful, 
but the experience also illustrates the difficulty of 
operating them for primary commodities. 


Buffer stock operations have two major alter- 
native objectives. One is to stabilize prices within 
an agreed range or as close to the long-term trend 
as possible, thus raising export earnings in the long 
tun by increasing demand. The other is to stabilize 
total export earnings by taking supplies off the 
market when prices to the producers weaken and 
releasing reserves when prices to the consumers are 
too high. 


The technical issues that arise in the operation 
of buffer stocks include the amount of reserves to 
be built up; alternative uses for the funds locked 
up in the stocks; changes in the membership for 
new producers or consumers; the composition of 
the stock; and the fixing of appropriate buying and 
selling prices. The last two issues are particularly 
difficult to deal with in the case of primary com- 
modities, where many varieties exist within a group. 
International assistance is a key factor in the building 
up and operation of buffer stocks. 


Buffer stock expenditure and technical assistance 
for the construction of storage facilities have to be 
financed by such multilateral donor agencies as 
IBRD and ADB. The medium-term balance of 
payments support available from IMF is subject ‘to 
many qualifications, two of which may be mentioned. 
The commodity agreements, of which buffer stock 
operations form a part, have to subscribe to the 
general principles in the Havana Charter, which 
are restrictive with respect to the formation of 
producers’ communities. Moreover, the balance of 
payments support from IMF is subject to the 
repurchase provisions. However, IMF support for 
management of national stocks is usually considered 
appropriate; and any assistance for national stocking 
activities other than under CFF is approached by 
IMF in the context of the IMF general tranche 
policies. 


International buffer stock schemes have been 
under detailed study with respect to various com- 
modities in the FAO Intergovernmental Consultative 
Groups. Four main courses of action have been 
considered: (i) the establishment of a fully-fledged, 
centralized international buffer stock scheme; (ii) 
action through existing national buffer stocks; (iit) 
action through and/or financing of a single national 
stock, with the main consumers’ participation; and 
(iv) implementation of a system of phased pur- 
chases. The general consensus seems to be reflected 
in the conclusion of the report of the seventh 


session of the Consultative Committee on Jute, Kenaf 
and Allied Fibres: 

“*. . . international buffer stock arrangement 
based on the operations of buffer stocks located 
in individual producing countries was the most 
workable of various alternatives. Although not 
necessarily an ideal solution, the rapidity with 
which such a mechanism might be implemented, 
once agreement has been reached on its prin- 
ciples and details, compared favourably with 
the length of time which might be necessary 
before a central stock was negotiated and 
ratified. Time was of the utmost importance 
given the threat of synthetic encroachment into 
certain jute markets?’ ~ 


(4) National policies 


Policies for the production, internal utilization 
and exportation of raw materials will vary from 
country to country and, within each country, from 
commodity to commodity. However, some common 
elements of such policies may be considered at 
some degree of generality and in the international 
context used above. 


It is of benefit to all, developed as well as 
developing countries, to intensify the exploration, 
identification and exploitation of natural resources, 
both on land and beneath the sea. Developing 
countries have neither the financial resources nor 
the technical skill required. International organiza- 
tions and multilateral donor agencies have to 
undertake such an inventory of natural resources. 
There are obvious disadvantages when such inven- 
tories are carried out by private concessionaries who 
do have the capability. 


In the exploitation of natural resources, the 
developing country’s rights to own, control and 
dispose of its own resources should be recognized; 
this is an important bargaining strength that it has 
to secure the maximum benefits in the negotiations 
with foreign investors. Moreover, vigilance should 
be exercised to safeguard against environmental 
pollution. 


In the production of raw materials, it is 
important for the developing countries to strive 
continuously for increases in productivity. The 
efforts made by the developing countries in this 
regard, and the improvements necessary in them 


are discussed in various parts of this section when — 


an individual commodity’s problems are reviewed. 
Arrangements are necessary to ensure that the gains 
from productivity are retained in the exporting 
developing countries. 


=— —— 
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However, productivity increases in the primary 
sector are important on several counts. First, there 
is the need to increase productivity in agricultural 
raw material production if the competitive demand 
with respect to land is not to have an adverse 
affect on food production. Second, an increase in 
productivity in raw material production is essential 
if the domestic processing industries are to develop 
and to export. As will be seen below, some of 
the processing industries are faced with a shortage 
of raw materials. In fact, the greater the processing 
of raw materials for exports, the greater the share 
of developing countries in the gains from trade. 


The advantages of establishing processing in- 
dustries are well-known. For an accelerated deve- 
lopment of these industries, the developing countries 
need access to advanced technological processes. 
Regional and subregional co-operation can facilitate 
the establishment and expansion of processing in- 
dustries by enlarging the size of the market. More- 
over, the forward linkages of the industries can 
permit the enlargement of the scope of regional 
co-operation to include developing countries with 
well-developed basic industries. Finally, the estab- 
lishment and expansion of a growing number of 
processing industries can bring about new patterns 
of production and trading operating at a higher 
level among the developing countries. 


It is generally recognized that there is a need 
for improved marketing of raw materials. Although 
reliable statistics are not available, a significant 
proportion of agricultural raw materials is produced 
by small-scale farmers. Various efforts are being 
made to make marketing facilities available to them, 
with co-operative marketing societies playing an 
important role. 


(c) Co-operative action: regional level 

The efforts made by ESCAP in fostering re- 
gional co-operative action with respect to commodity 
problems have evolved over a long period. They 
began with intergovernmental consultations on re- 
gional and subregional plan harmonization and 
economic co-operation in November 1967. It was 
agreed at these consultations that regional economic 
co-operation and plan harmonization should proceed 
on a commodity-by-commodity, project-by-project 
basis and at regional and subregional levels. Sub- 
sequent sessions of the Commission endorsed this 
approach. 


Under this harmonization approach, the Asian 
Coconut Community was set up (India, Indonesia, 
Malaysia, the Philippines, Sri Lanka, Thailand and 
Western Samoa), followed by the establishment of 
the Pepper Community (India, Indonesia and 
Malaysia). On their own initiative, the rubber-ex- 
porting countries have established the Association of 


Production and Trade 105 


the Natural Rubber Producing Countries (ANRPC), 
comprising Indonesia, Malaysia, Singapore, Sri 
Lanka, Thailand and the Republic of Viet-Nam,’ 
along the lines adopted by the Asian Coconut 
Community and the Pepper Community. Inter- 
governmental consultations on tropical hardwoods 
have also been held. As regards tin and jute, 
subregional co-operative efforts as in an advanced 
stage of formulation with UNDP assistance: these 
are the South-East Asian Tin Research and 
Development Centre to be established in Malaysia 
and Jute International at Dacca. In an endeavour 
to solve the common problems facing not only the 
commodity communities but other major raw 
material exports also, ESCAP is placing emphasis 
on co-operation in shipping. It aims to bring 
together the shippers of various products into com- 
patible commodities categories with a view to finding 
a common solution to the problems of shipping 
services and ocean freight rates, and to studying 
possible alternative types of vessels suitable for 
service over a long period. 


The commodities chosen initially for co-opera- 
tive action at the regional level have various 
characteristics. Export earnings from rubber and 
coconut are of substantial importance to the coun- 
tries in the region, and hardwood timber exports 
have been rapidly becoming so. Export earnings 
from pepper may not be of comparable importance 
in the total, but the region is a main producer and 
exporter. Small-holders are important in pepper, 
coconut and rubber, and improvement in their con- 
ditions of production would be an important contri- 
bution towards equitable distribution of income. 


The commodity communities, both existing and 
proposed, have as their objectives the modernization 
of commodity production, marketing and _ trade, 
including processing at as many stages as possible, 
and the provision of a common forum for joint 
endeavours to remove obstacles to exports. Their 
articles of agreement are broad enough to permit 
a wide range of activities, and membership is open 
to producing countries throughout the world. How- 
ever, their limited budgetary resources have kept 
the scope of their activities modest. So far, their 
main achievement has been primarily in the areas 
of exchange of information on technology, pro- 
duction and research and formulation of projects 
for external technical assistance on some common 
problems. The Asian Coconut Community has 
begun to consider measures of control over export 
supplies. A brief review of the special problems 
of the commodities covered by the communities 
and the communities’ plans to assist in the alleviation 
of these problems is given below. 


3 Now Republic of South Viet-Nam. 


106 Part Two. Major Priority Problems in the ESCAP Region 


(1) Coconut 


Asia’s share in world coconut oil production 
is high: 83 per cent between 1961 and 1965 and 
about 85 per cent in 1972. Gross exports of 
coconut oil from Asia and Oceania accounted for 
95 per cent of the world total between 1961 and 
1965 and 97 per cent in 1972. Meanwhile, the 
ratio of gross exports to domestic production in 
Asia has decreased from 72 to 64 per cent. 


Statistics on coconut production need to be 
improved, particularly those on cultivation conditions 
on the small plots which are known to account 
for a significant proportion of the total. The 
Community has provided a common forum for 
interchange of country experience on various pro- 
duction problems. It is launching a study for a 
practical scheme for transmitting modern farm 
technology to coconut small-holders, based on the 
integrated farm management projects carried out in 
Sri Lanka and the Philippines. Extension services 
need expansion, particularly in Indonesia and the 
Philippines. Progress on replantation with new 
hybrid coconut seedlings has been delayed, parti- 
cularly on small-holders’ plots, since the desiccated 
coconut produced does not satisfy the consumers’ 
taste and the fibre produced is not long enough: 
the Community provides a forum for the exchange 
of experience in dealing with these problems on 
experimental farms. Intercropping, including live- 
stock farming, is practised in many coconut-pro- 
ducing countries in the region, and the Community 
is preparing a list of planting materials required by 
countries in these programmes. 


For example, all the Community member coun- 
tries face common problems in coconut processing. 
Further processing of coconut depends not only on 
an adequate and assured supply of the product 
within the country, but also on markets abroad 
where, at present, it is imported in raw form. 
Economy in domestic consumption and avoidance 
of waste can be achieved through the commercial 
production and sale of coconut milk or cream; 
however, such a change in consumption habits is 
unlikely to occur for some time. Copra processing 
and milling are carried out on both small-scale and 
mechanized farms; of these the small-scale pro- 
cessors are urgently in need of technical advisory 


services, while large-scale processing units are under- 


utilized to a significant degree owing to a lack of 
adequate supplies. Desiccated coconut manufacture 
is carried out on a large scale in Indonesia, the 
Philippines and Sri Lanka, but here also the lack 
of an adequate supply of coconuts has delayed 
full utilization of existing capacity. Coir fibre 
manufacture and export suffer from competition 
from synthetics; however, there exists good external 


demand for coconut shell charcoal. Chemical pro- 
cessing of coconut oil to obtain a variety of products 
for domestic use and exports has yet to be fully 
exploited. 


The Community is receiving UNDP assistance 
for a permanent panel on production and pro- 
ductivity. It is seeking further assistance for the 
implementation of its ambitious work programme in 
marketing and processing, specifically for the estab- 
lishment and operation of a pilot plant for coconut 
milk production and for a feasibility study on 
establishing an integrated coconut-processing indus- 
try. It is also drawing up uniform standards for 
coconut products; a framework under which surveys 
on coconut-processing aré to. be carried out, with 
particular é€mphasis on areas of co-operation in 
on-going research projects; and a general strategy 
for the development of coconut-processing. An 
exploratory study is to be undertaken on the markets 
for coir fibre, coir products and shell charcoal 
products. 


The Community is studying the organization, 
operation and financing of a formal stockpiling 
scheme for maintaining and controlling inventory 
reserves in coconut products. It has also submitted 
for its members’ consideration some proposals for 
mutual consultations aimed at maintaining and 
enforcing, through formal or informal arrangements, 
common minimum floor prices for coconut products, 
appropriate restrictions on the periods of speculative 
forward contracts, and minimum national reserve 
stocks. 


(2) Pepper 


Developing countries in Asia accounted for 87 
per cent of world production of pepper in 1968, 
1970 and 1971; Brazil and Madagascar are the 
other significant producers. The Asian countries’ 
share in world trade in pepper showed a slight decline 
from 83 per cent in 1968 to 80 per cent in 1970 
and 75 per cent in 1971, with Brazil taking up 
most of the difference. The share of exports in 
domestic production remained at 60 per cent in 
1968 and 1971. 


Statistics on the production of pepper are 
available, but they appear to be based on export 
data. Pepper production is largely on small-hold- 
ings, and estimates of production and conditions of 
small-scale cultivation require special studies. For 


pepper being produced on living trees or “stan- — 


dards’’, specialized methods of estimation have to 
be adopted. The Pepper Community has formulated 
a technical assistance request for this purpose. 
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Projections made by FAO up to 1980 indicate 
that the demand for pepper in 10 developed coun- 
tries will grow at 3.6 per cent a year at constant 
prices; a 20 per cent fall in real prices would raise 
the rate of growth to 3.8 per cent annually and a 
20 per cent decrease would cut the rate of growth 
to 3.4 per cent, underlining the inelasticity of 
demand with respect to price changes. Thus, 
because of high income and price inelasticity, the 
demand in the main importing countries is likely 
to level off in due course. Hence, not only accurate 
Statistics on present production and acreage are 
needed, but future increases in them have to be 
carefully planned. For increasing productivity, 
disease-resistant high-yielding varieties have been 
introduced in India (Panniyur I) and the Com- 
munity could provide a forum for the interchange 
of experience, particularly with regard to the 
difficulties of the small farmers. 


Pepper undergoes little processing before it is 
exported. Statutory organizations have been set up 
in Indonesia to bring about a certain degree of 
regulation with respect to quality and, to a lesser 
extent, pricing for exports. In India, the statutory 
supervision only covers export quality. Processing 
of pepper into ground form and adequate packaging 
can produce considerable gains for the exporters. 
Additional processing for the extraction of essential 
oils would further enhance the export earnings, and 
some plants for this purpose are in operation in 
India and Singapore. The Community could serve 
a useful function by providing a forum for the 
exchange of information on the processes and the 
foreign exchange payments involved. Moreover, the 
proposed Research and Product Development Centre 
attached to the Community could undertake studies 
on marketing problems, such as development of 
standards and quality control, and could also be 
concerned with development and demonstration of 
processing techniques and product development. 
However, duplication of work with existing national 
institutes has to be avoided. 


All three members of the Pepper Community 
have been levying export duties on pepper, and 
their export taxation policies are still to be co- 
ordinated under the auspices of the Community. 
The latter is expected to approach EEC on behalf 
of its members to seek relaxation of tariff and 
non-tariff barriers. Imports of unground pepper are 
duty-free but are subject to various other import 
levies. At present, the United Kingdom imposes 
no import duty on unground pepper and only a 
10 per cent duty on the ground product; this 
advantage may be lost when the United Kingdom 
harmonizes its tariff structure with the EEC common 
external tariff which applies higher rates on ground 
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pepper. The Community should also seek the 
inclusion of ground pepper in the generalized system 
of preferences. 


Pepper prices are subject to wide fluctuation, 
although some partial floor price support is provided 
in Indonesia and Sri Lanka. Export supply mana- 
gement in common by members of the Community 
would need to start with the establishment of 
national marketing boards with control or influence 
over national stocks. 


(3) Timber and timber products 


Intergovernmental consultations on regional co- 
operation in timber and timber products in Asia 
were held in Bangkok in January 1973. Attention 
was focused mainly on the problems relating to 
tropical hardwoods and processed hardwoods in the 
form of plywood, hardwood chips and sawnwood. 


During the 1960s, exports of hardwood logs 
from the region increased more than threefold to 
75 per cent of the world trade in 1971; exports of 
sawnwood rose over two and a half times to 35.8 
per cent of world trade; and exports of plywood 
increased more than sevenfold per cent to 44.5 per 
cent of the world total. 


Tropical hardwood forests in the southeast Asia 
belt are probably more valuable than those in the 
Amazon and west-central African belts, as the Asian 
species tend to have the least complex pattern. 
Together, the three belts are the last remaining 
important sources of hardwood in the world. In 
the wake of a world-wide shortage of woods of 
all kinds, co-operation is mainly sought to conserve 
and regenerate a valuable but rapidly depleting 
resource. 


In spite of the relative homogeneity of the 
forest in which valuable Dipterocarps predominate, 
there is need for the countries concerned to co- 
operate in research on the properties and use of 
the lesser known species in the ESCAP region. 
Furthermore, it is well-known that forest reserves 
are exploited for short-run advantages by indis- 
criminate logging and excessive cutting, and that 
encroachments on forestland occur in order to extend 
cultivation for food. Long-range planning of forest 
resources should commence with a full-scale inven- 
tory of the forest resources, towards which an FAO 
Study on timber trends and prospects in the region 
is expected to contribute. Inventories conducted by 
concessionaries have obvious limitations. Regional 
inventories can at best be of a reconnaissance type. 
They have to be supplemented by a more intensive 
management inventory approach of the type being 
adopted in Malaysia. In fact, there has to be a 
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moratorium on fresh concessions in well-selected 
areas where the forest reserves are already known 
to be valuable, until urgent but detailed inventories 
can be made. Investment in regeneration and 
reafforestation also has to be preceded by land use 
and capability surveys to designate each country’s 
permanent forests. The magnitude of the invest- 
ment required should be justified only if countries 
were to undertake an integrated approach towards 
the timber economy and to maximize the benefits 
by processing logs rather than exporting them in 
raw form. 


It is well-known that, in general, greater econo- 
mic benefits arise from exporting processed timber 
rather than logs. Processed timber has also been 
found to be less susceptible to price fluctuations than 
logs. Tropical hardwood producers in the region 
demonstrate varying motivations, however. There 
are raw material-oriented plants in the Philippines, 
Indonesia and Malaysia, processing for export in 
Singapore and the Republic of Korea, and domestic 
market-oriented plants in Japan. Major plans are 
underway for the expansion of processed-wood 
manufacture in Malaysia and Indonesia. Installed 
wood-processing capacity tends to be located pre- 
dominantly in wood-deficit areas, while the low 
profitability of processing in wood-surplus countries 
is generally attributed to the small scale of opera- 
tions, lack of domestic outlets for by-products and 
waste, poor marketing and high freight rates. 
Regional plan harmonization could induce countries 
to set up economic-sized processing plants in wood- 
producing countries and to allow imports of pro- 
cessed wood into wood-deficit countries. 


The main external impediment to the further 
development of the wood-processing industry in 
ESCAP developing countries consists in the import 
policies of developed countries. These discriminate 
strongly against processed products. In addition, 
some ESCAP countries suffer from scale disecono- 
mies because of the scattered production of wood 
and wood products in areas which cannot be serviced 
by large vessels. However, whether the hardwood 
exports are shipped by conference liners or con- 
ventional bulk vessels, problems of freight rates 
exist. Sometimes, too, shippers discriminate in 
favour of some exporting countries, such as Japan 
and the Republic of Korea. 


A more comprehensive approach towards plan 
harmonization and co-operation on a regional basis 
would help the long-range development of the forest 
resources of the region, from regeneration of forest 
resources to the final stage of plywood and other 
end-product manufacture. This development should 
occur in line with domestic and external short-term 


and long-term demand. It was pointed out by 
Malaysia, Indonesia, the Philippines and Thailand 
during the intergovernmental consultations in early 
1973 that the framework for regional co-operation, 
should initially include only the hardwood log- 
producing countries so that their problems could 
be dealt with first. Intergovernmental consultations 
among the four countries towards that end have 
not yet been held within the ESCAP framework, 
although the Governments concerned have been 
co-operating on these problems, especially within 
the context of ASEAN. 


(4) ANRPC 


Natural rubber producing and exporting coun- 
tries have formed ANRPC, whose members account 
for about 85 per cent of the world’s natuxal rubber 
production. The working of ANRPC has been 
along the lines of other producers’ communities in 
the ESCAP region. It provides a forum for the 
interchange of countries’ experience in facing pro- 
duction problems. Recently, in such interchanges, 
a great deal of importance has been placed on the 
modernization of the small-holder sector in Indo- 
nesia, Malaysia, Sri Lanka and Thailand. The 
acceleration of the production and promotion of 
technically specified block rubber has also been 
engaging the attention of the organization. In 
addition, the programme for multilateral exchange 
of clones between member institutes of the Inter- 
national Rubber Research and Development Board 
has been kept under constant review. 


ANRPC, in co-operation with ESCAP, con- 
ducted an expert study on the future prospects for 
natural rubber which established a techno-economic 
norm of 43 per cent for natural rubber as a 
proportion of total rubber consumption. This is 
a significant conclusion and allows natural rubber 
producers to look with confidence to the future. 
It acts as a common forum for members’ views 
on releases from rubber stockpiles of the developed 
countries and on dealings with synthetic producers 
like Japan. It has initiated a dialogue with Japan 
on synthetic production, drawing attention to Japan’s 
involvement in synthetic rubber production else- 
where, notably in Iran and Puerto Rico. 


ANRPC keeps the progress and development 
of a co-ordinated market system for natural rubber 
under constant review. Prerequisites which are 
being established include the national supervision 
and control of the standards and quality of con- 
ventional as well as technically specified rubber, 
telecommunication links among the producers, inter- 
national contract forms, and pelletization. A pro- 
posal for an international rubber reserve stock 
scheme is now under consideration. The Malaysian 
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Rubber Board is currently operating a reserve 
scheme in New York, Hamburg and Trieste where 
rubber is stored to avert the danger of customers 
switching to synthetic because of supply uncertain- 
ties for the natural product. 


(5) Common problems: shipping 


Raw material exports from ESCAP developing 
countries share problems in regard to shipping 
services and ocean freight rates. Measures have 
been identified in terms of the work programme 
being implemented by the ESCAP secretariat to 
deal with the four most urgent problem areas. 


First, standardized packaging units should be 
introduced as early as possible to facilitate faster 
loading of commodities so that a new rapid system 
of large-volume through-shipments can be developed. 
Second, the producing countries should choose ter- 
minals with the best port and other facilities 
guaranteeing sufficient storage capacity so that large 
quantities can be loaded on each vessel when it 
calls. Third, possibilities should be explored for 
combining ocean carriage of, for instance, rubber 
with other major commodities exported or imported 
into the ESCAP area, with a view to optimizing 
the size of purpose-built vessels and combining 
several parcels of competible commodities, including 
liquid cargoes. Finally, detailed studies are needed 
on the most suitable barge system for the collection 
of rubber from smaller ports in the region and for 
off-shore loading into larger carriers. 


(6) Future work 


With the experience gained so far in the 
working of producers’ communities, a stock-taking 
is needed of their scope and the possible future 
action to be taken by their member countries. 


There are many serious limitations to the 
successful working of producers’ communities. A 
common approach in marketing would require 
sufficient control over the volume in world pro- 
duction and exports. With the notable exception 
of tin, the region has few non-agricultural com- 
modities in which it predominates. Even in the 
case of the agricultural commodities of which the 
region is a major producer, producers’ communities 
will have to seek the co-operation of producers in 
other parts of the world. Even then, competition 
from synthetics and substitutes can erode the effec- 
tiveness of producers’ communities. Export surplus 
management calls for complex operations with buffer 
stocks as well as external assistance for building 
them. The greater the success of producers’ com- 
munities in raising prices, the greater the inertia it 
will breed with respect to diversification into other 
crops. 


Commodity communities have a useful role to 
play by providing a forum for exchange of informa- 
tion on, for example, measures for increasing output 
and productivity of export crops, short-term and 
long-term market prospects and present and pers- 
pective price trends, as well as for the formulation 
of common views on barriers to trade in the 
developed countries. 


Attention has to be paid to whether producers’ 
communities are the best form of joint action on 
raw materials. Processing of raw materials has not 
progressed at the maximum desirable rate and the 
efforts towards intraregional co-operation through 
joint ventures need be accelerated. Access has to 
be secured to the advanced technological processes 
and to the markets of developed countries for 
processed exports. There is scope for common 
action by developing countries which will benefit 
not only the commodity communities but also all 
the raw material exporters of the region. 
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Table V-1. CoMMODITIES OF EXPORT INTEREST TO SELECTED 
ESCAP DEVELOPING COUNTRIES 


Exports of developing countries 


Number of 
As proportion of world Change 1959-1961 developing 
exports by value to 1968-1970 Principal exporting countries countries for 
Average (share of world total by which the 
1968-1970. © value in 1968-1970 in product 
brackets) represented 10% 
1959-1961 1968-1970 Value Quantity or more of total 
exports in 
(million $US) (percentage) (percentage per year) (percentage) 1968-1970 
Lauric oilseeds heat MRS ae 278 100.0 100.0 —2.9 —3.5 Philippines (43) 6 
Indonesia (11) 
Nigeria (10) 
Pauric\ollsm Ws ace Sania. bee 193 73.4 85.2 10.1 8.2 Philippines (42) 3 
Sri Lanka (8) 
Zaire (6) 
Meéchnicaltoilsceds tA wae eee 14 24.2 sy! —5.3 —4.9 Thailand (5) 0 
Sudan (2) 
Ecuador (2) 
sPechriical.ot] sie a mcs meron eee 87 Te (Se) —0.2 0.2 Brazil (34) 2 
Argentina (26) 
India (7) 
Palrnols 9: Veen. bah: eas 135 96.0 95.2 1.4 3.8 Malaysia (39) fe 
Zaire (15) 
Indonesia (14) 
Oilseed cake and meal . . 3 327 49.3 39.9 Teh 6.2 India (8) 1 
Argentina (7) 
Brazil (7) 
Raisins: “ty, teed ect te po 18 12.9 137) 3.6 0.4 Afghanistan (6) 0 
: Iraq (6) 
Tapioca A ie ool aR ae oct 105 ne at 13.0 15.0 Thailand (63) 2 
Indonesia (21) 
Cotton 5. Ni-tess) hac a eee 1,385 49.1 60.0 Wes 3.3 Egypt (13) 15 
Brazil (7) 
Sudan (7) 
Pepper.hér’ eth. eee ea) Ae 55 100.07 100.0 4.1% 4.8° India (32) 4 
Malaysia (30) 
Indonesia (16) 
“Latniber >>» :4.fihier: AOL ss <a tae: 558 13.9 19.0 13.4 Pan Malaysia (6) 0 
Ivory Coast (2) 
Brazil (2) 
Rubber, raws We ee ee 1,046 100.0 100.0 —3.1 3.0 Malaysia (52) 4 
Indonesia (21) 
Thailand (11) 
Rubber, processed . 
JUtES SO Srmnes i ae ee CO 
Tobacco, unmanufactured . . . 233 18.9 19.1 3.9 4.8 India (4) 1 
(excluding Southern Rhodesia) Brazil (2) 
Malawi (2) 
Leather Sy oe eee 172 20:75 29.0 -14.8° “rate India (15) ji 
Pakistan (6) 


Argentina (5) 
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Table V-1. (continued) 


Abaca, raw 


Shellac . 


Tin . 


Manganese ore 


Nickel, ores and concentrates . 


Tungsten in ores and concentrates 


Mica, block and splittings scrap and 


ground manufactures 


Sources: 


Exports of developing countries 


, Number of 
As proportion of world Change 1959-1961 developing 
exports by value to 1968-1970 Principal exporting countries countries for 
Average (share of world total by which the 
1968-1970 =— — value in 1968-1970 in product 
brackets) represented 10% 
1959-1961 1968-1970 Value Quantity or more of total 
exports in 
(million $US) (percentage) (percentage per year) (percentage) 1968-1970 
14 100.0 100.0 —9.5 —5.0 Philippines (93) 1 
i 100.0 100.0 —3.9 —0.3 India (73) 2 
Thailand (27) 
596 
96 66.7 59.4 —1.9 3.0 Gabon (18) 3 
Brazil (15) 
India (11) 
7 = 6.3 = = Indonesia (ery oe 
Philippines Gs) 
434 23.8 37.1 16.4 1.1 Rep. of Korea (11) 3 
Bolivia (10) 
24 95> 90.4 0.5 —0.6 India (81) 1 


Various UNCTAD and ESCAP documents and FAO publications. 


* 1961-1963 to 1968-1970. 


»SITC: 24, 63, 641.6. 
© 1961-1963 instead of 1959-1961. 


4 China, which is not included in this table, is the world’s largest exporter of tungsten ore and concentrates. 


Table V-2. EXPorTS OF CRUDE MATERIALS AND OILS AND FATS 


AS PERCENTAGES OF TOTAL EXPORTS 


SITC 1960 1965 1970 1971 1972 1973 
Wndiaew an. 62 ws 2 17.7 16.8 16.5 15.0 13.0 
(years beginning April) 4 1.5 0.6 0.5 0.5 ies 
Indonesia 2 57.6 38.4? 49.4 36.4 ae 
4 2.5 Wee a5 3.8 eae 
Malaysia 2 68.0 55.5 51.5 45.4 42.8 a 
4 2.4 3.4 5.7 8.0 7.8 see 
Pakistan . es 2 64.7° 54.8 34.4 28.3 33.69% 18.4% 
(years ending June) 4 0.02° 0.01 0.01 0.01 — 0.01¢ 
Philippines® . 2 61.1 56.6 54.1 50.6 47.1 45.4 
4 2.8 9.0 9.1 92 7.7 8.1 
Republic of Korea 2 49.7 21.2 12.0 8.9 7.3 6.1 
4 0.6 0.04 0.01 0.01 0.02 0.02 
Thailand* 2 Sy 39.3 29.9 Pes) ae? 27.0 
4 0.02 0.05 0.1 0.1 0.04 0.1 
Sources: Statistical Yearbook for Asia and the Far East, 1971 and 1972. 


Notes: 


SITC 2: Crude materials, inedible, except fuels. 
SITC 4: Animal and vegetable oils and fats. 


* National exports. 
» Includes SITC section 6; manufactured goods classified chiefly by material. 


© 1960/61. 


4 West Pakistan only. 
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Table V-3. PLAN TARGETS: RATIO OF RAW MATERIAL 
EXPORTS TO TOTAL EXPORT VALUE 


Country / year Percentage Coverage 

India 
1968/6907" 3) 4" Js, eee 43.6 Agriculture and allied products, excluding marine 
1973/74 4. 6 es 425 products; iron ore and other minerals 

Malaysia 
1970 ho) BH ee eee oe 86.4 Rubber, tin, timber, plywood, palm kernels and oil, 
197507 cea 5) Se eee 86.6 iron ore, copper, pepper, copra, coconut oil and 

canned pineapple 

Pakistan 
1969/70 0) es rl ee 38.5 Jute, cotton and minor primary exports, excluding 
1974/7520" oe Zs ed eee 29.1 fruits and vegetables and fish 

Philippines 
1970 i. ok sts oe Ps 80.7 Raw sugar, wood products, coconut.products and 
1975 che A eee 83.9 minerals : s 


Sources: National plans. 


Table V-4. SHARE IN WORLD EXPORTS OF MAJOR CRUDE MATERIALS AND 


PROCESSED RAW MATERIALS EXPORTS FROM SELECTED ESCAP 
DEVELOPING COUNTRIES, 1960-1962 AND 1968-1970 


1960-1962 1968-1970 
oustet Natural and Natural and 
(callin SUS) se pooponsiog of voted» \ (salle ua) eas weeten wea 

(%) (%) 
Afghanistan.) “se Vo a eee 54 29 80 41 
Fadia’) “hes leit. Se BS 1,373 44 1,874 34 
Indonesia; 5. < oae) ky 764 43 833 24 
Khmer Republic? . . . . 62 37 64 29 
Malaysia#eA%. dA B32. (eR 1,106 54 1,621 44 
Pakistan: ols) ey ve Ea 397 87 708 90 
Philippmes: 406 2 ee ae 551 6 1,010 fs 
Sri‘Tank2aee 5) ac) ee ess | 376 20 334 23 
Thatlandicca) sy 6) Shae tr es 449 31 691 23 


Sources: United Nations, Yearbook of International Trade Statistics, United Nations, Monthly Bulletin 
of Statistics, and various UNCTAD documents. 


* Cotton, wool, jute and hard fibres in raw and processed form, including textile yarn and 
fabrics; rubber and rubber manufactures; hides and skins; leather and leather manufactures. 
> Now Cambodia. 


Table V-5. INSTABILITY IN VOLUME, VALUE AND UNIT 
VALUE OF WORLD EXPORTS, 1960-1972 


Index of instability® Value of 

Commodity pt, ee eae tent tis 

Volume Value Unit value (million $US} 
Natural:rubber: ¢ 4-95) ko 2.6 6.2 43 2,662 
Hides and ‘skins. 7 (2 x. Le 155 14.4 860 
Raw, juten! ee te eee ee 132 12.3 9.1 179 
Raw sisal and henequin. . . 4.4 16.6 16.1 68 


Source: UNCTAD, Review of Problems of, and Policies for, Natural Products Facing Competition from 
Synthetics and Substitutes, September 1974. 


* Average of percentage residuals from linear trend values. 
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Table V-6. CHANGES IN TERMS OF TRADE OF SELECTED 
ESCAP DEVELOPING COUNTRIES 


Country 
Afghanistan . . . « Exp. 
Imp. 
Bangladeshi) ss} a Exp, 
Imp. 
Burma PAA Yeh cs ett EEXp. 
Imp. 
IpaiomRe As oy s., EXD. 
Imp. 
anGOneSI¢g a ch |. «Exp. 
Imp. 
TPAC bays er) ap MKD, 
Imp. 
MalavSIAe sic 4) uo eahEXD. 
Imp. 
Rakistanie 3. 6s, ss EXD. 
Imp. 
Philippines. . . « “Exp. 
Imp. 
Republic of Korea . . Exp. 
Imp. 
Srebagkalenens  ayriste ) oa EXpy 
Imp. 
Thatlando a). s,s) ds EXD. 
Imp. 


Trade 
Value Change 

1973 1972 
(million to 

$US) 1973 
110 22 
200 21 
400 14 
500 25 
109 —li1 
89 —33 
2,949 23 
3,066 38 
2,456 66 
2,620 82 
6,200 50 
3,484 45 
3,213 73 
2,617 52 
958 42 
981 42 
1,798 55 
1,773 19 
3,221 98 
4,219 67 
389 23 
421 25: 
1,561 44 
2,046 38 


Volume 
(percentage change) 
1972 1958-1960 
to to 
1973 1968-1970 
—4 40 
1 21 
9 ee 
0 —— 
—28 —59 
—43 —29 
8 33 
11 —2 
29 —2 
56 42 
16 184 
23 115 
24 89 
Ze Se 
15 87 
15 106 
24 41 
—1 100 
64 1,967 
35 410 
3 21 
2 —8 
—10 70 
15 183 


Price 
(percentage change) 


1972 
to 
1973 


27 
20 


5 
25 
25 
18 


14 
24 


29 
17 


30 
18 


40 
24 


23 
23 


26 
21 


21 
24 


20 
23 


60 
20 


Purchasing po: 


wer 


1958-1960 


to 
1968-1970 


8 
10 


iodaie ease) 

1972 1958-1960 

1973 1968-1970 
2 37 
aug — 
—24 47 
zal 32 
42 15 
28 147 
40 49 
15 91 
28 75 
60 2,616 
0 —16 
20 87 


Terms of trade 
(percentage change) 


1972 
to 
1973 


1958-1960 
to 
1968-1970 


—2 


Sources UNCTAD, Review of International Trade and Development 1974, part I, annex table 13 (TD/B/496/Supp.1) and Long-term 


Changes in the Terms of Trade 1954-1971, annex table 1 (TD/138). 


Table V-7. INDICES OF MARKET PRICES OF PRINCIPAL COMMODITY 
EXPORTS OF DEVELOPING COUNTRIES (1968=100) 


Commodity 


January 


1972 


September 


December 


January 


1973 


September December 


January 


1974 


September 


Food and beverages . 
Vegetable oilseeds and oil 
Soft oilseeds and oils . 
Lauric oilseeds and oils 


‘ of which: 


Agricultural raw materials . 


Ores and metals . 
Combined index . 


101 
112 


116 


142 
117 
181 


190 
191 
226 
144 
210 
161 
188 


201 
293 
315 
269 
257 
187 
216 


209 
319 
339 
288 
276 
180 
224 


255 
313 
380 
225 
186 
164 
219 


Source: UNCTAD, Monthly Commodity Price Bulletin, October 1974. 
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Chapter VI 
DEVELOPMENT ASSISTANCE 


Extension of aid has often been an arm of 
the foreign policy of the aid-giving country. It can 
equally well be an act cf disinterested benevolence. 
It might be an expression of the continued interest 
of metropolitan countries in their former colonies 
which, since their independence, have embarked on 
their own path towards development. It might arise 
out of the enlightened long-range self-interest of the 
people of developed countries who inhabit a globe 
which is at present part-starved and part-opulent. 
It might be a soft option, compared with the slow 
dismantling of trade-restrictive policies which keep 
out the exports of developing countries. Various 
such strands have gone into the weaving of the 
pattern of development assistance that has evolved 
over the past two decades or so. 


In this chapter, development assistance is 
viewed as an international extension of the accep- 
tance of the principle at a national level, by both 
developed and developing countries, that every 
citizen has to be ensured the basic social minimum 
of economic well-being.! Its discussion of the need 
for greater flows of assistance, with a higher degree 
of concessionality than at present, and also for 
debt-relief, is based on this view. It should be 
stressed that the case for such transfer of resources 
at the international level rests on the supposition 
that the developing countries themselves pursue 
redistributive policies in favour of their poor. 


Development assistance is also viewed essentially 
as an inflow of external resources to assist recipient- 
countries to become self-reliant in the shortest 
possible time, and this obviously calls for self- 
discipline, hard work and genuine concern for the 
masses of the people in the recipient developing 
countries. However, developing countries have pur- 
sued the objective of self-reliance with varying 
degrees of success. In various international forums, 
developing countries have expressed the continuing 
need for development assistance and developed 
countries have expressed the need for self-reliance. 
The performance of development assistance is re- 
viewed in this chapter in the light of the Second 
Development Decade Declaration; for this purpose, 
data given in the reviews of the Development 


* “Tt would be idle to pretend that such a direct and straightforward 
appeal for foreign aid will command great attention immediately. 
But in so far as it is patently honest and legitimate and in keeping 
with basic. human instinct, it is bound to command growing and 
indeed enduring attention”: I. G. Patel, Foreign Aid: Retrospect and 
Prospects, Shastri Memorial Lecture, 1968. 


Assistance Committee (DAC) of OECD are drawn 
upon. 


(a) Current trends 


(1) Flow of resources from DAC countries 


Total net disbursement of financial resources 
from DAC countries increased in nominal terms 
during 1970-1973. The nominal increase from 1972 
to 1973 can be attributed in part to exchange rate 
changes. When additional adjustment is made for 
price increases, the total flow in real terms may 
have stagnated in 1973. The total net flow of 
resources from the DAC countries as a proportion 
of their GNP increased from 0.73 per cent in 1967, 
to 0.76 per cent in 1971, but declined again to 
0.73 in 1972 and 1973. (See table VI-1). 


The ODA disbursements, which are considered 
“aid proper”, increased in absolute value, but fell 
as a proportion of GNP from 0.34 per cent in 
1971 to 0.30 per cent in 1973. For DAC donors 
taken together, the grant element of ODA increased 
from 84.1 per cent in 1970 to 86.7 per cent in 1973. 


The prominent change in the composition of 
DAC countries’ ODA between 1967 and 1972 was 
the rapid increase in their contributions to multi- 
lateral ‘institutions, from 0.05 per cent of GNP in 
1967 to 0.08 per cent in 1972, doubling their share 
of total net ODA disbursements. The share of 
food aid declined to about 15 per cent in 1972, 
while technical assistance expenditures had grown 
by 41 per cent since 1969. 


The geographical distribution of ODA and 
resources on concessional terms from multilateral 
agencies is shown in table VI-2. The share of the 
south Asian countries with relatively low per capita 
income declined, most of this effect being felt by 
India and Pakistan. However, the least developed 
countries experience a substantial increase in their 
share. 


(2) One per cent target 


The one per cent target of financial flows has, 
as its components, flows which involve some degree 
of “‘sacrifice’? by the donor country, such as ODA 
and grants by private voluntary agencies, and flows 
which are motivated by commercial considerations, 
such as export credits and direct and portfolio 
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Table VI-1. THE FLOW OF FINANCIAL RESOURCES FROM DAC cCOouUNTRIES® 
TO DEVELOPING COUNTRIES AND MULTILATERAL 
INSTITUTIONS, 1969-1973 


(in billion $US) 


1969 1970 1971 1972 19730 
Net disbursements 
Wotalfoficialeand private: oss «use 13.78 14.93 17.25 18.82 22.80 
Miramonte ele tee Ty OTT eal veo 7.19 7.98 9.03 10.25 11.93 
ODACI mee ave? 6.62 6.83 7.76 8.67 9.42 
Grants® Put MMA! BNR S 3.25 3:32 3.63 4.37 4.48 
Multilateral Wuntbiftions Rabe ay Eh 1.05 1.12 1.34 1.90 22D 
Bilateral loanswe fs 25 2a Pk. 2.32 2.38 2.79 2.40 2.68 
Othervoficial flows’ 5). 2 2 1 0.57 1.15 1.27 1.58 WE) 
MOLEprivAteratare PUI yon ieee 6.59 6.95 8.22 8.58 10.87 
Direct investment . . Ob 2.92 3.56 3.87 4.41 5.87 
Bilateral portfolio investment . . . . 1.20 0.73 0.76 2.07 3.17 
Multilateral portfolio investment . . . 0.42 0.47 0.77 0.67 0.26 
Privatevexportucreditsi 0). .) Oeil 2.05 2.19 2.81 1.43 1.58 
Volume indicators (net disbursements) 
Total flow as share of GNP (%)° . . . 0.74 0.73 0.76 0.73 0.73 
OID AwAS sharevOrGNIK Gs) Ge ns. ts a 0.36 0.34 0.35 0.34 0.30 
Private and other official flows as share of GNP 
AS BEES dele G0 As 0.38 0.39 0.41 0.39 0.43 
Terms indicators 
Grants as share of ODA net disbursements® . 64.9 65.0 63.9 73.0 715 
Weighted | average pee of ODA loans 
(years)® ; 28.4 30.2 29.1 29.5 31.5 
Weighted | average pri period of ODA ae 
(years) i 6.7 7.3 7.0 7.8 7.6 
Weighted average interest rate of ODA et 
CA) a ita S ne 3.0 2.8 2.8 2 2.4 
Grant element of total ODA commitments (%)! 84.4 84.1 82.6 84.1 86.7 


Source: World Bank, Annual Report 1974, table 3, p. 82. 
Note: Items may not add to totals due to rounding. All data at current prices and exchange rates. 


* Australia, Austria, Belgium, Canada, Denmark, France, Germany (Federal Republic of), Italy, 
Japan, Netherlands, New Zealand (which joined DAC in 1973), Norway, Portugal, Sweden, 
Switzerland, United Kingdom and United States. 

» Preliminary. 


© Excluding grants by private voluntary agencies. Frorn all DAC countries, these totalled an 
estimated $858 million in 1970, $913 million in 1971, $1,033 million in 1972, and $1,348 
million in 1973, In each year, these figures represented about 0.04 per cent of GNP. 


¢ Official Development Assistance (ODA) is defined as all flows to less developed countries and 
multilateral institutions provided by official agencies, including state and local governments or 
by their executive agencies which meet the following tests: 


(a) They are administered with the promotion of the economic development and welfare of 
developing countries as their main objective, 


(b) Their financial terms are intended to be concessional in character. 
© Including “grant-like” flows denominated in recipients’ currencies. 
£ “Other official flows” include, in particular: 


(a) Official bilateral transactions which are not concessional or which, even though they 
have concessional elements, are primarily export-facilitating in purpose, 


(b) The net acquisition by Governments and central monetary institutions of securities issued 
by multilateral development banks at market terms. Rediscounting of trade instruments 
by central monetary authorities is not included. 


£ Including multilateral contributions. 
® Commitments. 
! Discounted at 10 per cent. 
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Table VI-2. Net RECEIPTS OF ODA FROM DAC 
COUNTRIES AND RESOURCES AT CONCESSIONAL TERMS 
FROM MULTILATERAL AGENCIES? BY SELECTED 
ESCAP DEVELOPING COUNTRIES AND 
AREAS, 1970 AND 1972 


(in percentages) 


Recipient 1970 1973 

Sauth! Asta. 945. "wees 21.0 19.7 
Afghanistan” #1 aes 0.4 0.7 
Rangiadesh) 3. 50'n, ote —_ 4.9 
Bhutan’. Gs aed = ae _ = 
Barmas; (3) pach ee ae 0.4 0.8 
india ke 12.6 8.9 
Nepall 2) 0. hee ee 0.4 0.4 
Pakistan OG Fay < oleae 6.4 3.1 
Sn ‘Lanka. 4, (Sl? so pe 0.7 0.6 
Other and unallocated . . 0.1 0.3 
For Bas <> *. fo Ob Goh we 227 22.0 
rOReSIa hs) em ee 7.1 6.8 
Khmer Republic? . . . . 0.3 Es 
tor, 5 Oe ae ee 1.1 6.8 
Malaysiad =) ites. Gabe 0.4 0.5 
Piatippines. eon ania 0.7 RS 
Republic of Korea soe is 4.2 32 
Republic of Viet-Nam® . . 6.7 52 
Singapore -\) 5 te 0.4 03 
Shatand -\... het See 1.1 0.7 
Other and unallocated . . 0.7 0.34 
Unspecified Ama. . . .. 0.4 0.3 
Ocenia’ S306, es 4.0 4.9 
Papua New Guinea . . . 235 Ze 
Other and unallocated 1.7 2.7 
OBER bwig 62, JA Rea ta ea 51.9 53.1 
Over-all total oe ide 100.0 100.0 


Source: OECD, Development Co-operation, 1974 Review, pp. 
266-267. 

* IDA, agencies of the United Nations family and the 
European Development Fund. Agencies, part or all 
of whose flows are not at concessional terms (i.e. less 
than 25 per cent grant element) are omitted entirely 
from this table. 

? Now Cambodia. 

© Now Republic of South Viet-Nam. 

“Including $28.74 million to the Democratic Republic 
of Viet-Nam. 


investment. Moreover, while developed countries 
are called upon to adhere to the target, they can 
only influence ODA directly; the inducements to 
private capital flows can only be indirect and 
sometimes uncertain in their effects on terms and 
conditions. 


The problems in the measurement of financial 
flows included in the target are well-known. The 
extent to which Euro-currency credits (which include 
placements from some developing countries) figure 
in the flow statistics is not known. There is general 


support for the view that, the financial flows should 
be given net of not only amortization, as at present, 
but alsc of interest payments. The flow data are 
given in terms of current dollar value, but no 
account is taken of either price changes or of 
changes in the parity of individual country’s currency 
with respect to the dollar. Valuation problems, 
particularly important to aid-receiving countries with 
respect to ODA, are also encountered with regard 
to food aid, technical assistance and aid-tying. 
Difficulties arise in all these cases, as recipient 
countries feel that with the financial assistance 
rendered they could have obtained the goods and 
services at lower prices in the world market if they 
were free to do so. 


(3) Concessionality in ODA flows 


The 0.7 per cent target for ODA is widely 
considered as the main criterion for judging the 
performance with respect to development assistance 
flows. Among the important aspects of such flows, 
two have attracted special attention: the definition 
of flows which should be included under the ODA 
target and their degree of concessionality. 


Developing countries are not participants in 
the detailed annual scrutiny by DAC of the appro- 
priateness of the inclusion of particular flows in 
ODA. The objective of the DAC review is to 
include only those flows to developing countries and 
multilateral institutions provided by official agencies, 
which are administered with the aim of promoting 
the economic development and welfare of the 
developing countries. The DAC members use a list 
of specific types of transactions to be excluded from 
ODA. The eligibility criterion is difficult to apply 
in practice in some cases.” 


The degree of concessionality in the ODA loans 
is measured by the “grant element” calculated at 
a uniform rate of discount of 10 per cent applied 
to all countries The rate of discount used is 
debatable as are the alternatives that might be 
conceived of. 


The 1972 DAC norms are two: members are 
to reach and maintain an average grant element in 
their ODA" commitments of at least 84 per cent; 
and a minimum of 25 per cent grant element for 
loans included in ODA. DAC member countries, 
as a group, have already attained the norm of 84 
per cent grant element in total ODA. For com- 
parison, UNCTAD III resolution 60 (III), on the 
terms and conditions of ODA, implies a grant 


2 UNCTAD, “The concept of the present aid and flow targets” 
(TD/R/493), report by the Secretary-General of UNCTAD, July 
1974, pp. 7-8. 

3 For a method of calculation, see Gerard Olin, Foreign Aid Policies 
Reconsidered (OECD, Paris, 1966), annex. 
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element of the order of 86-90 per cent (at 10 per 
cent discount rate). The DAC minimum threshold 
for grant element of 25 per cent in a loan can 
be met by a loan with a 5 per cent rate of interest, 
no grace period and a maturity of 15 years; the 
terms of such a loan do not seem particularly soft 
when compared with the Pearson Commission’s 
recommendation of between 62 and 71 per cent 
grant element in ODA loans. This implies an 
interest rate of no more than 2 per cent, a maturity 
of between 25 and 40 years and a grace period 
of 7 to 10 years. 


(4) Terms of assistance 


From DAC donors as a whole, the average 
terms of total ODA remained unchanged between 
1970 and 1972 at the high level of 84 per cént 
grant element and the grant element in the loans 
component of ODA was unchanged at 57 per cent. 
The interest rate on IBRD loans was increased to 
7.25 per cent in September 1970 and rose further 
to 8.00 per cent in 1974; IBRD’s soft loan window, 
IDA, continued to extend credits without any change 
in its terms, ie. a 50-year maturity-period and no 
interest. The interest rate on ordinary loans by 
ADB rose from 6.875 per cent between 1967 and 
1969 to 7.5 per cent between 1970 and 1973 and 
was further increased to 8.25 per cent in 1974. 
Lending from ADB Special Fund resources carries 
interest rates of between 1.5 and 3 per cent. At 
a time when commercial interest rates have been 
rising, the grant element in the DAC loans and 
the interest rates on multilateral lending remained 
stationary till 1974. 


Development loans: hard or soft? 


Development loans, if they are to achieve their 
purpose, have to be extended on considerations 
broader than those of commercial lending. Ob- 
viously, a country can borrow for a specific purpose 
on any term so long as a surplus is generated to 
finance the debt-servicing of the loan laid down 
by the borrowing terms. However, development 
projects are chosen largely by the borrowing coun- 
tries on the basis of their contribution to develop- 
ment objectives, rather than because of their rate 
of return, and very often these two criteria conflict. 
Moreover, many development projects are comple- 
mentary in character, making the calculation of the 
rate of return on any one of them difficult. In 
addition, projects chosen for improving the social 
and physical infrastructures tend to raise the absorp- 
tive capacity for directly productive investment — 
but after a time lag—so raising the rate of return 
on the productive direct investment. 
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Loans by IBRD through its “soft window’, 
IDA, for education, health and family planning, 
represent the beginning of lending at soft terms for 
projects whose impact on development cannot be 
easily measured in terms of specific rates of return, 
no matter how sophisticated the calculations. Aid- 
givers might provide were technical assistance to 
borrowing countries to help them identify and 
formulate high-yielding projects. However, the 
blend of hard and soft loans needs to be much 
more biased towards soft loans than at present, 
considering the nature of the development process 
in developing countries. 


Another type of difficulty in using the rate of 
return criterion as the basis for borrowing is that, 
even when a project yields a high return, the 
borrowing country may not be able to transform 
this surplus into foreign exchange. In developing 
countries, goods do not move easily from domestic 
to external markets. The relevance of this aspect 
with respect to external debt-servicing is well-known. 


Lending on hard terms needs to involve larger 
gross levels of lending in order to transfer a given 
amount of resources net of debt-service payments, 
and the greater the increase in the transfer of 
resources needed by the developing countries, the 
greater the acceleration in the levels of gross lending 
required. The resulting increase in the reverse flow 
of debt-service payments could provide a pool of 
resources, it is said, on which the aid-givers could 
draw to maintain a high level of gross lending. 
However, the debt-servicing problem under such 
hard lending can take on unmanageable proportions, 
and hard lending would often necessitate the liberal 
postponement or repeated rescheduling of debt 
payments, and this is difficult in practice. The 
harder the terms of lending, the greater the pro- 
bability of a continuance of the dependence of the 
recipient country on the donor, on account of 
debt-servicing, even after the achievement of self- 
sufficiency in other ways. 


In discussions on the grant element in loans, 
the viewpoint is often advanced that the effect of 
a higher interest rate on the grant element may 
be offset by a longer maturity period. This can 
be readily confirmed by the combinations of the 
interest rate and the period of maturity, calculated 
for a constant grant element in a loan at a given 
rate of discount, assuming equal annual instalments 
of repayment. However, such calculations are valid 
only if the recipient country is able to obtain a 
rate of return equal to the rate of discount on the 
borrowed sum throughout the period of the loan. 
If the rate of return in the recipient country is 
greater than the rate of interest, obviously the 
longer the maturity of the loan, the greater the 
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benefit. However, this does not apply unless the 
recipient can continue to earn such a rate of return, 
and in a form convertible into foreign exchange, 
throughout the period of the loan. This is shown, 
for instance, by the experience of developing coun- 
tries which have purchased foreign machinery with 
a high initial scarcity value which decreases over 
time, thus reducing the rate of return. The merits 
of a higher interest rate, compensated by a longer 
maturity, can therefore be misleading through a 
simple application of the rate of discount. 


Lending at hard terms forces the country which 
is borrowing the same amount at a higher interest 
rate to mortgage its debt-servicing capacity for so 
much longer, thus also reducing its future borrowing 
capacity. It is borrowing in the present at the 
expense of its capacity to borrow later. The 
advantage of such borrowing at hard terms in the 
present has to be viewed in the light of the develop- 
ment strategy which in most cases calls initially 
for projects with low returns. 


(5) Conditions to assistance 


(i) Aid-tying by source: Major 
consequences 


Aid can be tied by source, preventing the 
recipient from spending it on imports from sources 
of its choice. The tying can be done through 
various means, both direct and indirect. Data on 
the relative importance of tied aid in the total are 
not available from national sources in most of the 
developing countries. It had been the experience 
of developing countries, well-documented during 
UNCTAD Il, that tying invariably produces and 
increase in the cost of equipment purchased with 
aid.* Moreover, the consequences of aid-tying ex- 
tend beyond such considerations of price to influence 
developing countries’ economic growth significantly 
in other ways. 


Aid-tying has often led to unintended distortions 
of development priorities in the recipient countries. 
This has been the consequence of donor countries 
tying their aid to their own available exports rather 
than to the import needs of the recipient. The 
availability of tied aid tends to lead recipient 
countries to implement relatively low-priority pro- 
jects or programmes which they would normally 


* For a summary of the UNCTAD and other studies on estimates 
of excess cost of tied aid, see Francis X. Colago, Economic and Political 
Considerations and the Flow of Official Resources (OECD, Paris, 
1973). 


not undertake. This is evident particularly in the 
case of countries which have an extreme scarcity 
of foreign exchange and are anxious to keep over-all 
industrial growth going with whatever imports are 
available, even though the goods available through 
tied aid are not in line with development priorities. 
Moreover, the tying of aid tends to involve a move 
away from competitive trade channels. It could 
also disrupt traditional trading relations, if these 
had been with economies which now have relatively 
backward technology. However, tied aid from a 
more technologically advanced economy could open 
up opportunities for technological improvement in 
recipient countries. 


The problem is increased, however, when 
equipment and components for the maintenance or 
expansion of on-going projects must be imported 
from stipulated sources offering tied aid. The 
equipment available from these sources may not 
complement the other equipment properly, or may 
be too complicated, requiring high speed of opera- 
tion and complex or diversified skills to operate it. 
Often too, foreign-invested firms associated with the 
aid-giving countries are in the best position to take 
advantage of imports financed by tied aid. This 
may be due to similarities of techniques or, worse, 
due to the fact that such firms could be in collusion 
with the home Government providing tied aid. In 
such situations, indigenous firms suffer. 


Finally, little attention has been paid to the 
administrative burden in operating a system of tied 
aid. The administrator in the recipient country 
often does not have sufficient information to match 
his country’s import requirements with the most 
economical sources among those to whom the aid 
is tied. Difficulties of this sort lead to delays in 
project formulation and implementation and in- 
creases in project costs. 


(ii) Untying of aid: some suggestions 


At the High Level Meeting of the DAC of 
OECD in September 1970, the principle that future 
contributions to multilateral institutions should not 
be tied was agreed to by all the members. For 
the first time, most members also expressed their 
preparedness, in principle, to adhere to an agreement 
to untie their bilateral development assistance by 
early 1972. In this context, the DAC chairman 
expressed the continuing interest of the Committee 


5 For instance, in the case of India, “the relatively large volume of 
assistance from the United States fostered the growth of industries — 
like automobiles, paper, and rayon, while the modernization of a vital 
industry like cotton textiles fell behind because a sufficient volume of 
Japanese and British assistance was not available for the purpose and 
because the industry could not afford the switch to the non-preferred 
source.”: R. M. Honavar, “Tied aid and industrial growth”, Indian 
Economic Journal, vol. XVIII, No. 1. 


Chapter VI. Development Assistance 


119 


in the untying of aid. Progress in untying would 
depend on the estimates of the total balance of 
payments loss to the untying donor country.” 


In the context of the increased direct cost and 
the indirect erosion of the effectiveness of planning 
caused by the tying of aid, the developing countries 
are faced with a dilemma. A smaller quantity of 
untied aid may be preferable to more tied aid, but 
judgements on this require fine calculations of many 
imponderable factors. Such calculations are yet to 
be done by the ESCAP developing countries. 
Insistence that aid be untied might mean a reduction 
in the already declining volume. Therefore, if tied 
aid is to continue as a fact of international economic 
life, developing countries must seek means of 
mitigating its adverse effects. Suggestions which 
have been made in this regard include the proposal 
that recipients should import less-advanced rather 
than more-advanced technology from donor coun- 
tries. However, the less-advanced technology may 
be less advantageous for modernization than the 
more-advanced technology available in the donor 
country. 


Better programming of the utilization of foreign 
assistance by recipient countries, in order to match 
both the amount and the source with development 
needs, has been another suggested solution. How- 
ever, rational programming of foreign assistance 
requires long-term, firm pledges from diverse donor 
countries if development requirements are ito be 
matched with the pattern of tied-aid availabilities, 
and such conditions do not obtain in the interna- 
tional aid scene. 


Another suggestion is for international bidding, 
prepared in advance, given wide publicity and calling 
for the participation of all interested developed and 
developing countries. However, this process is 
generally worth undertaking only in the case of 
very large projects and, even then, it may not be 
effective if bidders do not have a national incentive 


® He said: “While all nations had not agreed to participate at this 
time, those that were ready to do so were naturally not prepared to 
proceed without the United States. It may be possible, however, 
further to extend untying for procurement in developing countries, 
which the United States continues to authorize. And of course as 
soon as current international economic negotiations have been brought 
to a successful conclusion, work will be resumed in DAC to resolve 
the remaining obstacles to a wide and generous agreement.”: OECD, 
Development Assistance, 1971 Review, p. 12. For an account of the 
initiative taken by DAC members in recent years for liberalizing pro- 
curement regulations, see OECD, Development Assistance, 1970 Re- 
view, pp. 53-56; Development Co-operation, 1973 Review, pp. 139- 
ns and Development Co-operation, 1974 Review, p. 124 and pp. 191- 
193. 


7 For one such estimate for the United States, see R. L. Slighton, 
D. S. C. Chu and R. V. L. Cooper, The Effect of United Development 
Loans on the US Balance of Payments, Rand Corporation, June 1972; 
and The Additionality Factor in Tied US Development Assistance, 
Rand Corporation, July 1972; also D. S. C. Chu and R. Shishko, The 
Respending Effects of Untying Aid, Rand Corporation, June 1972. 


to undertake the costly preliminary investigations 
and fay open their technical secrets. Moreover, 
specifications for the tenders are often designed with 
suppliers from the donor country in mind. 


One effect of tied aid is to favour imports over 
domestic content. To deal with this problem, 
preferential margins could be set for local suppliers 
participating in an open international tender, thus 
improving the foreign exchange effect of aid. There 
is a need for studies of the structure of competitive 
bids for projects financed by multilateral aid agen- 
cies. And technical assistance might help the 
suppliers in the recipient countries by carrying out 
the costly preliminary investigations required in the 
bidding for a tender. 


The experience of ADB® “has been for the 
financing of procurement from the contributor’s own 
country, even where the contribution is on less 
restrictive terms”. Also, 


“| .. With the growth of the Bank’s special 
operations in 1971, it has become increasingly 
difficult to administer funds contributed on 
different terms and with different degrees of 
restriction upon use in a manner which is 
compatible with the reasonable requirements of 
the Bank’s borrowers. Consultations have been 
initiated with contributors in an attempt to 
standardize the terms of contributions and in- 
troduce greater flexibility in such terms.” 


Some progress has been made since 1971 in the 
establishment of a uniform, reciprocally united, 
system.1° 


There is great merit in the suggestion, the 
implementation of which would require an imagina- 
tive initiative on the part of some multilateral donor 
institution, that assistance to different developing 
countries by donor countries should be pooled 
together and redistributed according to trading 
relationships of the recipient countries’ choice, 
without affecting the volume of aid available to 
each country. Informal arrangements among de- 
veloping countries for such swapping of aid might 
be tried, particularly as it would lead to competition 
with regard to conditions of supply; however, in 
view of the information gap amongst recipient 
countries regarding each other’s aid prospects, a 
regular clearing system might be more advantageous. 


(6) Aid flows from centrally-planned economies 


UNCTAD estimates of the centrally-planned 
economies’ total bilateral aid commitments and the 


8 Francis X. Colaco, op. cit., chapter III. 
® Asian Development Bank, Annual Report 1971, pp. 58 and 59. 
*° Asian Development Bank, Annual Report 1973, p. 30. 
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geographical distribution of those commitments are 
given in tables VI-3 and VI-4 respectively. 


(i) Aid from CMEA countries 


Aid from member countries of the Council for 
Mutual Economic Assistance (CMEA) is extended 
mainly on a project basis through governmental 
credit agreements which often constitute a com- 
ponent of broader agreement covering trade, 
economic and technical co-operation. However, of 
late there has been an increase in the importance 
of commercial credits granted by foreign trade 
corporations for the purchase of individual equip- 
ment and machinery. The governmental credits 
usually carry an interest rate of 2.5 per cent and 
a repayment period of 10 to 15 years. 


According to rough estimates, the CMEA 
member countries have so far granted long-term 
credits to the developing countries amounting to 


Table VI-3. 


11,000 million roubles.1! Aid is mostly channelled 
for building up the key sectors of the economy, 
particularly heavy industries. ji 


In developing ESCAP countries, several major 
projects in iron and steel industries have been built 
with the assistance of CMEA member countries. 
For example, in India, iron and steel plants with 
a capacity of over 4 million tons of steel have 
been constructed at Bhilai and Bokaro, and their 
capacities are being expanded to reach ultimately 
about 14 million tons. Another iron and steel 
complex has been built in Iran with a capacity of 
500,000 to 600,000 tons of steel per year, it is 
envisaged that the capacity will be expanded to 4 
million tons. Substantial aid has been also provided 
for other key sectors, such as power, mechanical 


11 Information about CMEA countries’ economic and technical co- 
operation with developing ESCAP countries obtained from CMEA 
Secretariat, Moscow, 1974. 


BILATERAL AID COMMITMENT BY THE 


CENTRALLY-PLANNED ECONOMIES® 
(in million $US) 


1972 
Growth 
Country 1960 1965 1970 1971 rate from Country 
previous composition 
year (per cent) 
(per cent 
China sy aes ae Pee eee 45 77 685 492 287 —41.7 20.9 
USSR « cue ae 582 330 197 791 659 —16.7 47.9 
Other CMEA 2 ees phe 241 256 376 342 430 25.7 31:2 
Of which: 
Balpatae es eae ee _ 17 82 55 40 —27.3 2.9 
Czechoslovakia». 28) jot 115 43 55 14 50 257.1 3.6 
German Democratic Republic . 27 132 125 25 _— _— =— 
Hangary ss) B40? 12> 5 34 42 79 42 10 —76.2 0.7 
Pobiad .2, |. =catirsybeetes «ial fe 65 22 25 65 100 53.8 7.3 
Piel: i ot ee ee oe — i 10 141 230 63.1 16.7 
ae ee 868 663 1,258 1,625 1,376 —15.3 100.0 
Source: UNCTAD. 
* Recipient developing countries do not include Cuba. 
Table VI-4. GEOGRAPHICAL DISTRIBUTION OF BILATERAL AID 
COMMITMENTS OF THE CENTRALLY-PLANNED ECONOMIES? 
(in percentages) 
Recipient region 1960-1965 1965-1970 1970 1971 1972 
Asia ge ee ee 37.0 21.4 17.7 a7 15.3 
Middle East? 7h” Pie Sea 6.2 38.6 18.3 26.4 34.9 
Latin. Ameéricd. 6 usig a ee ee 8.0 8.0 32.8 15.1 24.1 
North Africa . 313 19.0 22.3 39.4 23.3 
Other Africa . 17.4 12.9 32.8 15.1 Z5 
Source: UNCTAD. 


* Developing centrally-planned economies are excluded from this table. 
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engineering industries and transport, as well as for 
natural resources exploration. In some countries, 
co-operation is increasingly directed to agriculture 
and light industries producing essential consumer 
goods. 


The distinctive feature of the CMEA member 
countries’ assistance is that they do not demand 
the right of ownership in enterprises built with 
their assistance or any other privileges incompatible 
with the national sovereignty of the developing 
country concerned. So far, almost all of the aid 
has been provided on a bilateral basis. The loans 
are usually tied to supplies from the creditor country, 
but repayment of the loans is generally made in 
local commodities or in the local currencies of 
the aid-receiving countries. Repayments in kind 
include. not only traditional primary goods but also 
manufactured and semi-manufactured items, parti- 
cularly those produced by industries built with 
CMEA countries’ assistance. 


Recently, certain elements of multilateralism 
have been introduced. An example is the triangular 
arrangement whereby Bulgaria and Czechoslovakia 
permit their Indian rupee earnings to be drawn by 
Hungary and the German Democratic Republic. 
The CMEA member countries have also extended 
aid to projects partly financed by DAC members 
of OECD, as in the case of the Haldia oil refinery 
in India in which Romania participated along with 
France and Italy, and the development of Iran’s 
natural gas resources for which the USSR untied 
a part of its aid for purchases in the Federal 
Republic of Germany. 


The most recent development which should be 
noted is the setting up of a special fund for granting 
credits to provide economic and technical assistance 
to developing countries by the CMEA International 
Investment Bank. The fund, which has a total 
amount of 1,000 million roubles at its disposal, 
became operational in January 1974. It will consist 
of 95 per cent collective currency (transferable 
roubles) and 5 per cent freely convertible currency. 


(ii) Aid flows from China 


Nearly all the aid extended by China so far 
has been bilateral. The aid programme includes 
not only project assistance but also commodity 
assistance to finance local project costs. While such 
comprehensive project assistance forms the larger 
part, aid is also extended for relieving critical 
foreign exchange shortages, for example, in Pakistan 
and Sri Lanka, and for relief grants, even to coun- 
tries with which it has not concluded economic 
assistance agreements, such as Malaysia and the 
Philippines. 
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Chinese’ -assistance to the developing market 
economies of the ESCAP region is concentrated on 
quickly productive medium-sized and small-sized 
projects in various industries, such as textile mills 
in Afghanistan, a paper mill in Nepal and in 
Cambodia in the 1960s, shoe and brick factories 
in Nepal, road construction in Pakistan and Nepal, 
and agricultural development, including an experi- 
mental fish-breeding centre and a tea plantation in 
Afghanistan and experimental cotton cultivation in 
Nepal. The execution of projects is characterized 
by an emphasis on using local materials, training 
local counterparts to take over within the shortest 
possible period, and the participation of a large 
number of Chinese workers in project execution. 
Project agreements also generally stipulate that the 
living conditions of Chinese experts should not be 
superior to those of their counterparts and that 
developing countries need pay only the local costs 
of experts and not the foreign currency part of 
their salaries. 


Aid from China is generally tied with regard 
to the purchase of equipment and services; however, 
convertible currency credits have been extended, in 
the case of Sri Lanka, for example. At the begin- 
ning, China extended some loans at low interest 
rate of 0.5 to 2.5 per cent with maturities of 10 
to 15 years, but, since 1960, almost all loans have 
been interest-free, to be repaid over 10 to 15 years, 
with a grace period of 10 years. In early 1972, 
the $US 110 million credit previously extended to 
Pakistan was converted into a grant. Since China’s 
aid consists almost wholly of interest-free long-term 
loans and some grants, repayments pose no serious 
problem and are generally accepted in local products. 


(6b) Current aid policies: some aspects 


Development assistance has been discussed on 
innumerable occasions in various forums; a fresh 
approach to the problems is needed. Some sugges- 
tions in this regard include implementation of the 
oft-discussed proposals for setting apart a percentage 
of expenditure on armaments, studies of further 
potential of the United Nations system, the financing 
of the survey and investigation of new sources of 
raw materials by international organizations in ways 
which aid the developing countries, and multilateral 
financing of research on appropriate technology for 
developing countries. Of immediate importance is 
emergency aid to countries seriously affected by 
current developments. Such aid, organized under 
UNEO and the International Fertilizer Supply 
Scheme, has so far fallen short of the expectations 
of the developing countries. However, the basic 
spirit in which such immediate problems have been 
approached — the consideration of the transfer of 
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income from the rich to the poor to maintain a 
minimum standard of living — should animate long- 
term global efforts at aiding development. 


At this stage of the Second Development 
Decade there is rightly an intense concern with 
massive population hovering on the margin of sub- 
sistence. In the context of focusing development 
strategies for alleviating mass poverty and unem- 
ployment, there is need for larger transfer of 
resources to developing countries at concessionary 
terms; the type, form and composition of such 
transfers would have to be appropriately designed. 
While redressing the balance in favour of the social 
aspects of development, the continuing need for 
increasing production has to be kept in mind 
through assistance for fuller utilization of installed 
capacity and for increasing agricultural output. In 
this connexion, speedy establishment of the Inter- 
national Fund for Agricultural Development (IFAD) 
is necessary. It has been estimated that the foreign 
exchange component of minimum resources required 
for agricultural development, mostly in fertilizers 
and water, would be about $5.3 billion annually, 
of which at present an estimated amount of $2.7 
billion is channelled through bilateral and multi- 
Jateral resources. Hence, IFAD would require 
additional funds equal to the existing flow for 
agricultural development purposes. Moreover, for 
the Fund to secure its objective, the lending has 
to be on concessional terms to the needy developing 
countries. 


The Ministerial Committee on the Transfer of 
Real Resources, convened under the aegis of IMF 
and IBRD, is making a comprehensive study of 
the various aspects of real resource transfers, 
particularly the amounts and quality of official 
development assistance, the policies and procedures 
of multilateral development financial institutions, the 
improvement of access to financial markets in 
general, and international financial schemes for 
commodity regulation and price stabilization. The 
developing countries look forward to this study 
producing an early political decision on the estab- 
lishment of a link between development assistance 
and SDR creation and credit facilities in favour of 
developing countries, including recycling of “oil 
money”. 


Recycling of “oil money’, without adequate 
institutional organization on a multilateral scale, 
could mostly benefit the rich countries. Such 
institutional arrangements should keep in view the 
special difficulties of the most severely affected 
countries and the cost of recycling to developing 
countries should be kept minimal. Developing 
countries, on their part, have to formulate bankable 
projects to attract such money and also explore 


new avenues of trade with the oil-surplus countries. 
Some bilateral arrangements and multilateral aid 
institutions have already been set up by some oil- 
exporting countries. There can be triangular ar- 
rangements, pooling the surplus funds of oil-export- 
ing countries, the capital and technical “know how” 
of developed countries and the resources of 
developing countries. Triangular arrangements can 
be conceived which would support both developing 
and developed countries: oil funds provided to 
developing countries could be spent for imports 
from developed countries. Some selected aspects 
of current developments and aid policies are review- 
ed briefly in this section. 


(1) Current policies ~ 
(i) Balance of payments support 


In connexion with stabilizing the markets for 
primary commodities, the medium-term balance of 
payments support from IMF is based on three 
approaches: stabilization of ‘export availability” 
through the Compensatory Financing Facility 
(CFF);!? financing in connexion with buffer stock 
arrangements; and supporting finance for other 
stabilization actions like stockpiling by member 
countries. Under the CFF, IMF is ready to meet 
requests for drawings by members whose export 
proceeds over the latest 12-month period have fallen 
short of the estimated medium-term trend of exports 
defined as a five-year moving average centred on 
the shortfall year. The norm, in practice, is mea- 
sured in terms of combining the simple average for 
three successive years ending with the shortfall year, 
with eclectic forecasting commodity by commodity 
for the next two years, subject to the assumption 
of a ceiling of 10 per cent above the average level 
of the two preceding years. 


Both the CFF and the financing of buffer stocks 
would be “floating”. Access to IMF resources 
under the CFF is limited to a maximum of 50 
per cent of the quota, but, for both CFF and 
contribution to buffer stocks, it is limited to 75 
per cent. Since 1968, Afghanistan, Bangladesh, 
Burma, India, the Khmer Republic!* and Sri Lanka 
have availed themselves of the CFF. 


IMF has set up an Extended Facility for 
members in meeting balance of payments deficits 
for a longer period and in amounts larger in relation 
to quotas than has been the practice under existing 
tranche policies. Standby agreements under this 


12 For a discussion of possible improvements in the Facility, see 
UNCTAD, Compensatory Financing of Export Fluctuation in Com- 
modity Trade (TD/B/C.1/166 Supplement 4), December 1974; Bank 
Negara Malaysia, “Malaysia and IMF”, Quarterly Economic Bulletin, 
September 1972. 

+3 Now Cambodia. 
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decision will be limited to periods of not more 
than three years. The resources made available, 
according to IMF procedures, will not exceed 140 
per cent of the member’s quota or be allowed to 
raise IMF holdings of the member’s currency above 
250 per cent of the member’s quota. 


To assist members in payments difficulties re- 
sulting from initial impact of increased costs of 
imports of petroleum and petroleum products, IMF 
has used funds lent to it to set up the oil facility 
which will operate till the end of 1975. According 
to IMF procedures, the resources available under 
this facility will be supplementary to any other 
assistance from IMF. The total IMF assistance 
under this facility will not exceed 35 per cent of 
the smaller of: (1) the increase in the cost of 
the member’s net imports of petroleum and petro- 
leum products over the cost of those commodities 
in 1972 minus an amount equivalent to 10 per cent 
of the member’s reserves at the end of 1973, adjusted 
for variability in exports in 1972 and (2) 75 per 
cent of the member’s quota. The increase in costs 
will be equal to the SDR equivalent of $US 5.50 
multiplied by the volume in barrels of the member’s 
net imports of these commodities in 1972. The 
size of the facility is $US 3,500 million, borrowed 
at an interest rate of 7 per cent. The developments 
since the adoption of this decision are being reviewed 
in September and again in December 1974. Con- 
sidering the magnitude of the problems in oil- 
importing developing countries and of the liquid 
funds to be recycled, the size of the facility seems 
limited and its term onerous. The establishment of 
an extended oil facility is under active consideration. 


(ii) Supplementary financial scheme 


The need for a supplementary financial scheme 
has been discussed in various UNCTAD forums, 
and its feasibility has been considered in discussions 
between UNCTAD and IBRD. The developing 
countries’ interest in the scheme stems from the 
need for financial measures to supplement the CFF. 
The main features of the scheme are: (1) there 
must be well-articulated objectives, (2) its imple- 
mentation must be threatened by export shortfall 
and (3) the export shortfall must be unforeseen. 
Extension of financial support under the CFF is 
available in case of a short-term shortfall (after 
the event, but in full) and subject to ceilings fixed 
in relation to the country’s quota in IMF and is 
repayable within three to five years. The supple- 
mentary financial scheme is conceived to be long- 
term in nature, with finances to be extended after 
exhaustion of all other possible means of support. 
It is anticipatory, and thus should be available if 
there is a shortfall with respect to plan targets, 
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even though exports are otherwise increasing. 
Difficulties in this scheme can arise when it comes 
to assessing the reasons for the shortfall: whether 
they are due to internal policies of the country or 
to factors beyond the country’s control. In this 
connexion, other proposals, which are variants of 
the CFF, have been made by the United States and 
the Federal Republic of Germany. 


The supplementary financial scheme, it is ar- 
gued, should not result in diversion of funds from 
basic development finance. The major impediment 
to the implementation of the scheme is the absence 
of the availability of additional funds at concession- 
ary terms. In its lending policies, IBRD aims at 
solving the problems on the basis of a broad-front 
approach to development problems. 


(iii) Food aid 


According to FAO, food aid represents ap- 
proximately 15 per cent of official development 
assistance. About 75 per cent of the food aid is 
contributed by the United States and about 15 
per cent by Canada, followed by Australia, the 
Federal Republic of Germany and, in 1972, by 
Japan. There has been some hardening in the 
terms of the United States aid under its PL 480 
programme, with the conversion of grants into long- 
term low-interest loans. Japan initially made food- 
aid deliveries from its surplus stocks of rice, but 
has initiated policies of purchase of rice in third 
countries for distribution as aid. 


The food aid extended through the World Food 
Programme has increased rapidly since its inception 
in 1963, but it still accounts for only 10 per cent 
of food aid. Since 1969, there have been reported 
delays in commitments caused by insufficient re- 
sources. Under this programme, aid is extended 
for economic as well as social development: directly 
productive projects, mainly in the nature of in- 
frastructure, public works and crop and livestock 
production, account for half of the aid. The need 
for multilateral food aid has greatly increased. 


Food aid has been one of the most controversial 
forms of assistance. Its role in economic develop- 
ment varies from country to country, depending on 
four basic aspects: the terms under which a donor 
provides commodities to a recipient; the consumer 
groups to which commodities are distributed in the 
recipient country; the method and terms by which 
commodities are distributed to consumers in a 
recipient country; and the allocation of revenue 
proceeds from “‘sale’”’ of these commodities by the 
recipient country. Country and commodity studies 
have to be made before conclusions can be drawn. 
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In its resolution XVIII, the World Food Con- 
ference endorsed the need for continuity of a 
minimum level of food aid in physical terms in 
order to insulate food-aid programmes from the 
effects of excessive fluctuations in production and 
prices. During the Conference, a figure of 10 
million tons was provisionally agreed on as the 
minimum amount required per year for the next 
two years. The importance of forward planning 
of such aid and its channelling through multilateral- 
aid agencies was generally accepted. There is 
generally a reluctance on the part of the food-aid 
donors to categorize separately, both conceptually 
and in operation, food aid for emergency needs, 
food aid for upgrading nutritional standards and 
food aid for accelerating economic development. 


Enlargement of food aid and the holding of 
stocks for emergency purposes can be reduced if 
a policy of national food reserves is actively imple- 
mented by all the countries. There is also a strong 
view that it would be operationally difficult to 
manage internationally-held grain reserves. It is 
possible for a number of developing countries. to 
build up national stocks if adequate assistance is 
forthcoming, both for importing the required amount 
of foodgrains and for constructing storage infrastruc- 
ture. - While assistance is available from multilateral- 
aid agencies for the construction of such infrastruc- 
ture, medium-term balance of payments support to 
developing countries is still to include assistance 
for food imports for buffer stocking. 


(2) Some basic considerations 
(i) Social orientation in aid policies 


There is increasing recognition of the role of 
external assistance in helping the aid-receivers 
achieve social goals in development. Such aid has 
to be on liberal concessionary terms and its enlarge- 
ment may have to wait for schemes for increased 
concessionary aid and interest subsidization. The 
general implications for such aid policy can be 
illustrated with likely problems for employment- 
oriented aid policies. 


Many aid programmes, particularly that of 
IBRD, have the declared intention of channelling 
more aid into rural development. In rural develop- 
ment, decisions in project formulation and imple- 
mentation have to be decentralized and the projects 
will be numerous and small-scale. Aid for this 
purpose is usually given to the Governments; in 
turn, the Governments distribute it among the 
numerous decentralized units and fix the terms. 
The donor generally has no say in these matters 
and also faces innumerable difficulties in assessing 
the utilization of the aid. So far, donors have 


preferred to make aid available for “larger” projects — 
and are unaccustomed to these problems. 


While there has been a welcome shift in interest 
towards rural development, no aid has so far been 
forthcoming for employment-creating public works 
which, again, have to be implemented at a decen- 
tralized level. Food aid is in many respects the 
most convenient form of financing public works 
programmes, and considerable experience in this 
respect is available by now. Aid policies have also 
been oriented towards financing the import com- 
ponent of projects, thus tempting aid-applicants to 
prefer capital-intensive and import-intensive projects 
to labour-intensive projects. Emphasis on labour- 
intensive rural development. projects will call for a 
greater degree of local financing than at present. 


(ii) Technical co-operation 


There has been a steady increase in the share 
of bilateral technical co-operation grants in the total 
bilateral official development assistance, from 22.6 
per cent in 1967 to 26.1 per cent in 1971. Some 
donor countries, notably Japan, have expanded the 
technical assistance programme at a faster rate. 
Multilateral technical assistance, although growing, 
is equivalent to only about 17 per cent of DAC 
countries’ bilateral technical co-operation. In geo- 
graphical distribution, technical assistance tends to 
be concentrated on certain regions and in a limited 
number of countries, but increasing multilateraliza- 
tion of technical assistance can prevent such 
concentration. 


Bilateral technical assistance is largely extended 
in the form of experts, of whom educational experts 
account for 40 per cent. There is need for a rapid 
shift in expansion of assistance in the form of 
experts in project formulation, in the execution of 
projects, and in applied research in priority areas. 
Indeed, an important advantage of aid in the form 
of technical support may be its capacity to raise 
the absorptive capacity of the recipient, thus enabling 
more effective use to be made of other aid. The 
utilization of funds for scholarships and training 
programmes need not be confined to the donor 
countries; they can be utilized in the country of 
origin and in third countries. Such action would 
be better oriented to the recipient’s needs and also 
be more economical. There is a need for a greater 
volume of technical assistance to research and 
training institutes, as the work of these institutes 
often benefits more than one country in a region. 


Improvements have been made in country 
programming for technical assistance and the pro- 
vision for training of counterpart personnel. The 
scope for and methods of further improvements are 
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under continuing study. At the same time, evalua- 
tion methods have to be developed further since 
the costs and benefits of technical co-operation are 
not easily amenable to measurement. 


(iii) Least developed countries 


Any examination of aid allocation among 
developing countries has to include two intercon- 
nected factors: the needs and the self-help efforts 
of the aid-applicants. These have to be taken into 
account when available external aid must be “‘ration- 
ed’ among the aid-applicants. 


The concept of “need” in aid allocation can 
be interpreted in various ways. An increase in 
their share of the global volume of external aid 
may seem, to the countries in the lowest brackets 
of per capita income, a ready way of directly 
augmenting their levels of consumption. However, 
the purpose in extending aid is to stimulate deve- 
lopment efforts, and the stage of development of 
the countries becames an important consideration. 
As the last of the latecomers to development, the 
least developed among the developing countries have 
to cover a longer distance and, in the ESCAP 
region, they suffer serious disadvantage on account 
of their geographical location. Thus, their needs 
are more insistent. However, the effective needs of 
a country for external aid are indicated by the 
development efforts which it is willing to undertake, 
and for the completion of which such assistance 
is needed. Thus, a country has a greater claim to 
external assistance, the lower its stage of develop- 
ment and the greater its readiness to implement 
development efforts. 


The commitment to development by the aid- 
applicants, and their seriousness regarding efficient 
utilization of aid, is reflected in their efforts at 
self-help. It can naturally vary from one developing 
country to another. If the domestic costs of a 
project which the aid-applicants are willing to bear 
are matched proportionately by external aid, self- 
help efforts will be promoted. Such matching has 
to be in line with a liberal interpretation of the 
counterpart finance to be provided to the aid- 
applicant to assist with the indirect foreign exchange 
cost of a project. However, the more developed 
the aid-applicant, the greater such self-help efforts 
would be. Hence, in the allocation of aid among 


14 Sir Arthur Lewis: “People support aid for all sorts of reasons — 
but I suppose that most of us are interested mainly in achieving self- 
sustaining growth. The emphasis is on the qualification ‘self-sustain- 
ing’. We are not out simply to help the poor; and we do not want 
foreign aid to go on forever. We are interested mainly in seeing 
countries through a transitional period to a situation where they can 
maintain adequate growth without needing further outside help”: 
Allocating Foreign Aid to Promote Self-Sustained Growth, Report ak 
the 1964 World Conference of the Society for International Develop- 
ment. 
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different countries according to self-help efforts, 
there has to be an element of progressiveness based 
on the needs of the aid-applicants. 


(c) Debt-relief 
(1) Magnitude of the problem 


The magnitude of the debt problem affecting 
ESCAP developing countries is greatest in the case 
of south Asian countries where per capita income 
is generally lower than in east Asia. There are 
other individual variations, including the amount of 
debt owed to banks in the case of Malaysia, the 
comparatively high dependence of the Republic of 
Korea on surpliers’ credit, and the higher multi- 
lateral public debt in the case of India and Pakistan 
(see table VI-5). Moreover, the debt-service ratio 
is higher in the case of countries with comparatively 
lower per capita income and low export growth rate, 
as table VI-6 indicates. 


(2) External debt repayment 
(i) “‘New International Economic Order” 


The Declaration on the Establishment of a 
New International Economic Order calls upon the 
international community. infer alia, to enter into 
“debt negotiation on a case-by-case basis with a 
view to concluding agreements on debt cancellation, 
moratorium or rescheduling” (operative paragraph 
3(i)); and “appeals to developed countries to 
consider favourably the cancellation, moratorium or 
rescheduling of the debts of the most seriously 
affected developing countries, on their requests, as 
an important contribution to mitigating the grave 
and urgent difficulties of these countries” (operative 
paragraph 4). 


Emergency debt-relief will help the ESCAP de- 
veloping countries withstand the onslaught of current 
economic developments. In a resolution introduced 
by the United States in the Sixth Special Session of 
the General Assembly, in the context of an emer- 
gency programme, subsequently withdrawn, a specific 
reference was made to the possibility of debt 
negotiations as a means of providing quick and 
urgent relief on a case-by-case basis. There are 
also long-range and far-reaching problems in external 
debt repayment which the current emergency has 
underlined. 


(ii) Approaches to debt-relief 


Numerous proposals for debt-relief have been 
advanced and debated in various international 
forums. They include:'> cancellation of debt not 


15 UNCTAD, Report of the Ad Hoc Group of Governmental Ex- 
perts on the Debt Problems of Developing Countries, May 1974, 
annex II. 
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Table VI-5. EXTERNAL PUBLIC DEBT OUTSTANDING OF EAST AND SOUTH ASIAN 
DEVELOPING COUNTRIES, BY COUNTRY AND TYPE OF CREDITOR, 
AT 31 DecEMBER 1972 


Including undisbursed 7 


Disbursed 
Hee only Total yrs pasdei Suppliers Banks Other 

East Asia. . . . « ~ _9,664.9 13,8238 _ 7,958.0 2,724.7 1,954.5 _ 979.0 _ 607.6 
Pij.og. cucrteecs <heeeaate 11.9 29.9 7.8 18.7 ayeye gate 3.4 
Indonesia: her) ac ack ig e eULO Same label 3,937.6 406.1 298.6 172.3 303.6 
Dalayslts seo veaniee 629.8 979.0 255.5 387.5 31.7 201.7 102.7 
Philippines. ace emo 853.8 1,275.4 603.3 339.4 43.8 271.2 17.8 
Republic of Korea . . 2,603.1 3,633.4 1,526.3 551.8 1,169.6 263.1 122.7 
Republic of Viet-Nam? . 64.2 95.8 48.0 1 36.5 ne xn 
SingvaporGug. ce uae 268.2 436.7 133.3 207.5 222, 21.1 52.7 
Whailandis sen we te mas 396.3 661.7 198.1 408.7 4 46.5 “TS. 

South Asia . . . ~~ 15,050.9 18,3842 13,0985 3,998.6 1,124.6 _ 1545 81 
Afghanistan’ =). 2 680.1 773.8 740.0 21.0 12.0 0.8 
Bangladesh eg sc att a 61.0 333.5 112.2 109.3 112.0 tad 
Boring + _ =) ae ws es 163.5 305.6 227.6 10.2 65.5 245} Ben 
India’ =200" Se 2 8 8195656:9) F1N,652:3. Ss 196:9 Se 28124 574.6 66.5 24 
Pakistan . . « « « 3,8473-: 436465 3,345.4 934.3 302.9 63.5 0.5 
See Jeankay ce age he 442.2 671.9 476.3 111.3 57.6 21.4 55) 


Source: World Bank, Annual Report, 1974. 
* Does not include publicly guaranteed private debt estimated at $396 million. 
» Now Republic of South Viet-Nam. 


Table VI-6. SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBT OF EAST AND 
SOUTH ASIAN DEVELOPING COUNTRIES AS A PERCENTAGE OF EXPORTS 
OF GOODS AND NON-FACTOR SERVICES,* 1965-1972 


Country 1965 1966 1967 1968 1969 1970 1971 1972 
East Asta 
Fiji bck bas teat caren 0.8 0.8 0.8 0.6 0.8 1.0 0.8 0.9 
Indonesia’ Sd yaa es ae OS 8.4 5.3 5.6 5.6 7.0 8.8 8.0 
Malaysia Agen cl hee oane e 1.3 14 2.1 2.2 2.2 3.0 Bz 3.0 
Philippines 5 Oe Sees 5.4 6.4 Ted, She 4.6 US) 7.0 6.8 
Republic of Korea ae Lie 2.8 3.8 Des ify 1323 20.4 20.5 142 
Republic of Viet-Nam?  . . 2.9 2.6 1.9 2.1 0.8 1.3 1.3 23 
Sinigaporesizer Ae 0.1 0.1 0.2 0.3 0.4 0.6 0.6 13 
bhaland 3) < Gates. Va tase 3.4 3.6 3.8 3.9 3.6 3.3 2.8 
South Asta® 
Afghanistan’ otinte yee 7.4 8.2 12.6 20.0 27.4 28.2 25.6 20.4 
Buriat: poe ot ena 4G 4.6 6.4 92 PAH 16.1 13.6 16.3 
India eet, ano. ae ee Me 21.9 24.8 21.0 23.2 225 24.7 24.1 
Pakistan®? ..) «hviataes @Sepltd 13.0 17.2 19.6 22.1 24.2 34.0 25.0 
Sri Lankads ar eee ba 228) 2.8 3.4 7.0 8.6 9.7 11.3 14.3 


Source: As for table VI-5. 

* Except where otherwise indicated, includes all goods and non-factor services. Data for some 
countries are partially estimated. 

» Now Republic of South Viet-Nam. 

© Excludes Bangladesh. 

Data are for fiscal years. 

© Data are for Pakistan, which through 1970 included East Pakistan. Data for 1971 include 
Bangladesh, but data for 1972 are for Pakistan only. 
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be ruled out; standards for an equitable distribution 
of the burden of providing debt-relief; a country’s 
debt liability not to exceed a given percentage of 
its foreign exchange earnings and not to increase 
faster than the rate of export earnings; and the 
establishment and operation of a special fund for 
the financing and/or compensation of the interest 
on debts. 


Serious consideration of proposals like these 
will depend basically on how far debt-relief is 
viewed as a legitimate part of development assis- 
tance. Developed countries dealing with developing 
country situation near to crisis proportions often 
find themselves entering into negotiations for debt- 
relief while continuing to extend assistance on hard 
terms and conditions. Development is a long, hard 
process and keeping borrowing countries on a “short 
leash” often inhibits its evolution. Debt-relief 
policies should safeguard the minimum economic 
and social objectives of the debtor. An appropriate 
degree of concessionality is needed in the new flows 
of assistance and in debt-relief which is being 
negotiated. While extending development loans, 
provisions could be made for longer loan maturities 
and grace periods and for concessionary moratoria 
on interest rates. Regulations could be conceived 
to screen short-term credits to ensure their utilization 
in quick pay-off projects. 


(iii) Advance warning system 


If a country is not to be caught unawares by 
a crisis in debt payment, it has to monitor constantly 
the foreign debt which it contracts. Indeed, public 
acceptance of government policies for debt manage- 
ment will be facilitated if the external debt situation 
of the country, including the schedule of future debt 
obligations, is publicized. While the external in- 
debtedness of the public sector generally undergoes 
scrutiny by development authorities, external credits 
for the private sector, particularly suppliers’ credit, 
also need to be monitored in some countries in the 
light of their impact on development and of the 
future debt repayment obligations. 


While the primary responsibility for getting the 
contribution to development of private-sector credits 
rests with the debtor country, donor countries could 
take common measures towards better control over 
the volume and use of their export credits. Thus, 
the chairman of the DAC has suggested that donors 
should subject their export credits to public-sector 
projects to the approval of the central financial 
authorities of the recipients. Similarly, export cre- 
dits to private-sector projects should be subject to 
notification and registration with the recipients’ 
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authorities; and the donors on this part should 
scrutinize the development value of projects before 
extending the credit. Common action by all donors 
is necessary if non-participating countries are not 
to enjoy an unwarranted comparative advantage. 


(iv) Eligibility for debt-relief 


There is an evident need for unambiguous and 
widely acceptable guidelines for determining the 
eligibility of countries for debt-relief. The need for 
debt-relief arises when debt-service payments pre- 
empt scarce foreign exchange resources sorely needed 
for development purposes. 


The ratio of external debt payments, both 
amortization and interest, to merchandise export 
earnings is commonly used as a yardstick in a 
particular year or for a projected debt repayment 
schedule in the future. In addition to merchandise 
export earnings, however, capital receipts, dividend 
charges and current exchange reserves have to be 
taken into account. Even with respect to merchandise 
export earnings, it is not adequate to project only 
their rate of growth; due to the variability of export 
earnings, external indebtedness may bring extreme 
pressure to bear on the development process in a 
particular year when export earnings are low, while 
the effects of such pressures may transcend that year. 
Moreover, some developing countries with a high 
debt ratio may try to postpone the doomsday by 
borrowing in the international markets. 


The import capacity of a country has been 
suggested for consideration as a possible criterion.1¢ 
One way of measuring import capacity is to deflate 
foreign exchange availability by import prices. 
Foreign exchange availability is the sum of export 
earnings plus receipts of long-term loans, grants 
and direct investment (excluding reinvested earn- 
ings) minus profit remittances and payments of 
interest and amortization. Obviously, during debt 
repayment, countries which have a larger proportion 
of essential items among their total imports will 
face greater problems than other countries. Two 
countries, with the same import capacity but holding 
different levels of foreign exchange reserves relative 
to the import needs, may feel the impact of debt 
payment on exchange reserves with varying intensity. 
There are also variations among developing countries 
in their structural dependence on imports which 
make import capacity an unreliable guide in the 
comparisons of urgency in debt-relief. 


16 Statement made by Gamani Corea, Secretary-General of UNC- 
TAD to the Ad Hoc Group of Governmental Experts on the Debt 
Problems of Developing Countries, first session, 7 May 1974. 
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Any measure of the intensity of the debt problem 
of a country has to be essentially a composite!” 
of the various elements discussed, along with per 
capita income. As adequate measure should be 
agreed in an international forum between donors 
and recipients. The enormity of the magnitude of 
the problem calls for speedy and mutual agreement. 


(v) Debi-relief: past experience 


Debt rearrangements can be effected through 
three principal techniques: cancellation, rescheduling 
and refinancing. Debt cancellation was generally 
and successfully resisted by the creditors. Mora- 
toria were granted only under stringent conditions 
and none seems to be in prospect in the context 
of the current critical economic situation. Resche- 
duling and refinancing of debt had not been liberal 
enough to allow for long-term development needs. 
Rescheduling of large suppliers’ credits was done 
without any fundamental agreement on, for instance, 
whether the Governments of the developed countries 
could assume the responsibility for such credits 
extended by their private sector and spread the 
repayment over years at concessionary terms. 


Negotiations for debt-relief are conducted within 
the framework of consortia of major aid-giving 
countries, with IBRD taking the lead in the case 
of India. Creditor countries have generally main- 
tained that debt reorganization should be a unique 
and rare event and should not be institutionalized. 
Generally negotiations on debt-relief are time-con- 
suming, taking, for instance, four years in the case 
of the 1970 agreement in Indonesia. IMF plays a 
sigaificant role in the debt rescheduling meetings by 
extending standby credits during the debt roll-over. 
‘Yhe extension of such standby credits carried with 
it obligations to implement monetary and _ fiscal 
policies, which were generally restrictive, and volun- 
tary curbs on short-term external borrowing, with 
consequent slowing of the rate of economic growth 
in the short run. 


India and Indonesia provide two instances in 
the region of the multilateral agreements for debt- 
relief extended to a total of nine developing 
countries in the world during the period 1956-1972. 
Rescheduling of debts was necessary in the case of 
Indonesia largely on account of the pressing nature 


17 To correct at least some of the drawbacks in the debt service 
ratio, though not that of capital flows, the DAC of OECD has taken 
the debt service over the next 15 years, adjusting it by deducting the 
excess of reserves over two months’ import requirements, and express- 
ed the annual average as a percentage of average export earnings for 
a recent three-year period. The DAC also uses another measure, that 
of the cost to the domestic economy of its external liabilities. This is 
calculated by adding together the stock of private foreign investment 
and the discounted present value of 1-15 year debt-service payments 
and relating the sum to GNP. (OECD, Development Assistance, 
1972 Review, p. 73). 


of its short-term repayments; in the Indian case 
there was no balance of payments crisis impending, 
but its level of debt was clearly seen as creating 
problems in the future. 


The rescheduling in the case of India and 
Indonesia was carried out on rather hard terms. 
The moratorium period was short (one year in the 
case of India and one and a half years for Indo- 
nesia). The interest rate during the moratorium 
period for Indonesia was comparatively high at 3 
per cent, close to the commercial credit rate, while 
there was no moratorium on interest rates in India. 
The amounts of debt rescheduled were inadequate, 
necessitating three more Indonesian reschedulings 
in 1966, 1967 and 1968, while only about a quarter 
of the Indian debt due in 1968 was rescheduled. 


There has been a comparative liberalization of 
the rescheduling arrangements since then. The 1970 
Indonesian rescheduling arrangement was more con- 
cessionary than in the past, with respect to both 
the interest rate during the debt rearrangement 
period and the deferment of principal repayments. 
The 1968 debt rescheduling in India, for all its 
inadequacies, represented a welcome departure from 
previous practice in the distribution of the burden 
of providing relief. Normally, each creditor had 
extended relief by the same percentage of the debt 
due to it, but, in the Indian case, IBRD devised a 
formula under which the hard lenders had to 
sacrifice more. Where the share of debt-relief of 
a lender was below the average for all creditor 
countries, the lender was asked to make a minimum 
contribution to the rescheduling. Recent reschedu- 
ling has taken new forms, such as refinancing credits 
which the United States provided for the first time 
in 1972/73 to India, and debt-relief in the form 
of cancellation or reduction of interest charges. 


(d) Utilization of aid 


Differences about the ways in which the aid 
extended is administered by national authorities have 
often clouded the relations between the donor and 
the aid-receiver. In the context of the recent aid- 
weariness, it is becoming increasingly important for 
both the aid-givers and aid-receivers to find system- 
atic methods for evaluating the utilization of aid. 
The problems involved in this concern the techniques 
of: evaluation of aid requirements for development; 
economic appraisal of proposals for aid from the 
aid-applicants; and assessment of the contribution 
made to development by the aid-financed projects 
which have been completed. The problems need - 
to be addressed in order to examine the arrange- 
ments for speedy decisions on and disposal of aid, 
and for drawing up indicators of the rate of 
utilization of aid and its efficiency. It is thus 
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advantageous to have such built-in indicators at the 
time that aid is extended. 


Obviously the problems in the evaluation of 
aid utilization become less complicated when aid 
is given to specific projects as they can be evaluated 
by universally acceptable technical criteria. The 
irritants in the current practice of over-all appraisals 
of a country’s economic performance can thus be 
avoided. However, as there has been a shift away 
from project aid in recent years, it is necessary 
to appraise the concept of project aid, rid of its 
misplaced concreteness and defined as aid for 
specific programme with well-defined aims and 
means and time schedule of implementation. For 
the extension of such project aid, it will be necessary 
to translate development objectives into specific 
projects thus obviating criticisms based on ‘fungi- 
bility’ of financial resources. Emergency aid and 
balance of payment support will obviously be outside 
the purview of such project aid. Programme aid 
can be allocated among the various projects in 
proportion to the outlay of the recipient on its 
various projects; the rationale for this suggestion 
is that the indirect import demand which programme 
aid aims at satisfying depends on the domestic 
expenditure on a project. Programme aid allocated 
according to recipient country’s expenditure on a 
project could thus stimulate the recipient’s effort 
for mobilizing and investing its own resources in 
a project. Even for the assessment of the debt- 
repayment capacity, over-all assessment of a coun- 
try’s performance would be limited in scope and 
that too has to be undertaken when a country is 
not able to adhere to the agreed schedule of repay- 
ments. Thus, there are strong grounds for renewed 
thinking on the advantages and the limitations of 
project approach to aid. 


Organizational problems 


Speedy decisions on aid extension facilitate the 
utilization of aid. The various co-ordination ar- 
rangements, for example, the IBRD Consortia and 
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Consultative Groups, the OECD Consortium for 
Turkey and the Intergovernmental Group for Indo- 
nesia under the chairmanship of the Netherlands, 
may well be extended to a larger number of deve- 
loping countries in the near future. Present co- 
ordination pertains mainly to intergovernmental 
consultations on the amount of aid extension and 
has to be enlarged to cover the case of individual 
projects more fully than at present. Speedy pro- 
cedures for harmonization of the terms and condi- 
tions of aid among donors will result in quicker 
decisions. This should avert situations in which 
donors wait upon one another in their desire to 
avoid the subsidy of harder terms from one by 
concessional terms from another. 


Progress in utilization and procedures for its 
evaluation could be agreed upon by donor and 
recipients, and built into aid agreements between 
the two. One such approach would be partial 
funding, through which project commitments would 
be made, not in a single lump sum, but in annual 
segments, preferably in accordance with the expected 
schedule of disbursement. This approach would 
need to include the creditor’s initial assurance that 
it would be prepared to finance the entire project. 
Other possible provisions include retroactive reim- 
bursements and advance commitments. On-the-spot 
checks with mutual discussions might also be helpful. 


Even more complex problems are involved in 
programme lending. These are particularly intract- 
able when aid is extended to finance local counter- 
part expenditure, the importance of which can be 
expected to increase with the new social orientations 
in external assistance. Usually, in the relending of 
such external funds within the country, recipient 
Governments have been free to fix their own terms. 
The main assurance of proper utilization of the 
aid extended to a programme or a project is the 
extent of commitment of the country’s own resources 
to it. In this connexion, much could be done to 
improve the budgeting and accounting system of the 
decentralized conduit units. 
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Chapter Vii 
EMPLOYMENT, MANPOWER DEVELOPMENT AND TECHNOLOGY 


(a) Introduction 


One of the most crucial problems which ESCAP 
developing countries are facing comprises unem- 
ployment and underemployment. The region’s rapid 
increase in population, which is continually placing 
additional labour on existing labour markets, is 
attributable primarily to high fertility rates. Declines 
in mortality rates have also contributed to the 
population explosion. Most ESCAP developing 
countries have failed to absorb the growing labour 
supply, with the result that uneniployment and under- 
employment are now widespread. 


The growth in labour force will further accele- 
rate throughout the 1970s, reflecting the population 
explosion of previous decades with about 15 years 
time lag. According to ILO projections, the labour 
force in Asia,1 which increased by about 82 mil- 
lion between 1960 and 1970, will increase by about 
117 million between 1970 and 1980. The large 
numbers of new entrants into the labour market 
provide one dimension to the employment problem 
facing the ESCAP developing countries in 1970s, 
the other dimension being the existing backlog of 
unemployed and underemployed. 


As a first step to approach the problem of 
unemployment and underemployment, the quantita- 
tive assessment of the present situation would be 
desiratle. In this connexion, it should be stated 
that data on open unemployment (which is usually 
the most often used type of statistical information), 
resulting in zero income, reflect only part of the 
problem. In developing countries, unemployment is 
just the tip of the iceberg consisting of a vast 
mass of underutilized labour. In most ESCAP de- 
veloping countries, underutilization of labour is main- 
ly manifested in large numbers of people being 
seasonally or permanently underemployed and/or 
working long hours with low productivity and low 
income. This, of course, makes the task of measur- 
ing the extent of underutilization of labour extreme- 
ly complex. The concept of open (registered) un- 
employment related to a western-type developed 
economy based on wage labour and highly-organized 
labour markets is clearly not adequate for deve- 
loping countries where the bulk of the labour 
force consists of self-employed and family labour. 


Attempts have recently been made in a number 
of countries in the region to assess the employment 


? Excluding China. 


situation more fully, taking into account not only 
unemployment but also underemployment aspects. 
Admittedly, available statistics on unemployment 
and underemployment are weak and much remains 
to be done by ESCAP developing countries to 
meet the International Strategy exhortation that 
“Developing .countries will make vigorous efforts 
to improve statistics in order to be able to for- 
mulate realistic quantitative targets for employment”. 
However, to indicate roughly. the magnitudes of un- 
employment and underemployment problems facing 
the countries, the following data are brought up, 
without implying, of course, any inter-country com- 
parability because of the different concepts and 
methods used in their computation. 


In India, the latest assessment of unemployment 
was made by the Committee on Unemployment set 
up by the Government of India in 1970. The 
Committee in its final report (1973) estimated the 
number of unemployed persons in 1971 at 18.7 
million including 9 million who were wholly un- 
employed and 9.7 million who worked less than 
14 hours a week. Out of 18.7 million unemployed, 
16.1 million were in rural areas and 2.6 million in 
urban areas. Relating these figures to the data 
on the 1971 labour force given in the draft fifth 
five-year plan document, the unemployment rates 
come out at more than 8 per cent for the urban 
and more than 12 per cent for the rural labour 
force. 


In the Philippines, it was reported that, in 
1972, out of a labour force amounting to 14.2 
million persons, 6.9 per cent or roughly one mil- 
lion were unemployed. In addition, underemploy- 
ment was widespread, with about 1.8 million people 
(13.5 per cent of the labour force) wanting addi- 
tional work in 1971.23 In Bangladesh, although reli- 
able estimates are not available, it is frequently 
suggested that, on average, up to 30 per cent of 
the available labour is noi used, although much of 
it is concealed by work-sharing and underemploy- 
ment.* 


? Government of the Philippines, Four-Year Development Plan FY 
1974-1977, p. 335. 

® Using the low-income concept for measuring underemployment, 
the ILO comprehensive employment strategy mission to the Philip- 
Pines came out with a rough “guesstimate” of total unemployment 
(i.e. open unemployment plus an inadequate income measure of 
underemployment) of about 25 per cent of the total labour force (see 
Sharing in Development, a Programme of Employment, Equity and 
Growth for the Philippines (ILO, Geneva, 1974), pp. 7-8). 

“Government of Bangladesh, Planning Commission, The First 
Five-Year Plan, 1973-1978, p. 17. 
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In Indonesia, statistics of unemployment derived 
from the 1971 population census reveal that 2.2 
per cent of the labour force were unemployed in 
the census reference period of one week (1.75 per 
cent in rural areas and 4.84 per cent in urban 
areas). However, the proportion of the labour force 
working for less than 30 hours a week, i.e. visibly 
underemployed by definition, is known to be very 
high. For example, the estimates for Java and 
Madura indicated more than 20 per cent of the 
working population visibly underemployed. In addi- 
tion, some of those classified as fully employed, 
Le. working 30 hours or more a week, are in 
fact underemployed because of the very low levels 
of their productivity and income. This type of 
underemployment is known to be extensive in the 
trade and services sector and in agriculture.® 


In Iran, it was estimated that, in 1972-1973, 
more than 400,000 people were seasonally unem- 
ployed and about 300,000 were permanently un- 
employed, altogether accounting for about 7 to 8 
per cent of the total labour force. In Malaysia, 
it was reported that the number of unemployed 
declined from 7.5 to 7.3 per cent of the total 
labour force in the 1970-1973 pericd.? In Sri 
Lanka, where unemployment problems are extremely 
serious, in 1971 there were about 550,000 persons 
unemployed out of a labour force of 4.5 million, 
i.e. an unemployment rate of over 12 per cent.® 


Employment problems in ESCAP developing 
countries have many common features, but the 
actual unemployment and underemployment situa- 
tion differs a great deal among countries according 
to their levels of economic development and socio- 
economic systems and therefore, any generalizations 
are usually subject to qualification. 


However, it can be safely concluded that, in 
the ESCAP developing region, the main problem is 
the underemployment and low-income employment 
among the vast masses of population living in 
rural areas and deriving their livelihood from 
agriculture and related activities. Except for a few 
countries, there is very little prospect of providing 
the surplus rural population with adequate employ- 
ment and income opportunities in the expanding 
industrial and other sectors in urban areas in the 
foreseeable future. Therefore, the employment stra- 
tegies being evolved in most of the ESCAP deve- 
loping countries view the development of agriculture, 


5 Asian Regional Project for Employment Promotion, Consultative 
and Evaluative Workshop, Bangkok, December 1973, Country state- 
ment: Indonesia, p. 36. 


® Ibid., Country statement: Iran, p. 44. 
7 Ibid., Country statement: Malaysia, p. 55. 


8 Government of Sri Lanka, Ministry of Planning and Employ- 
ment, The Five-Year Plan 1972-1976, p. 4. 


agro-industries and other agro-related activities as 
the critical area for generating employment and 
alleviating the underemployment problem in rural 
areas as well as for stemming the rural-urban 
migration. 


In regard to unemployment there seem to be 
three common characteristics in the present situation 
in the ESCAP developing region. First, the unem- 
ployment rate is highest among the youth, male and 
female, between 15 and 24 years old. Second, the 
unemployment rate is high among educated people, 
especially those who have graduated from secondary 
and tertiary schools. For example, more than 30 
per cent of engineering graduates in Pakistan are 
estimated to have been unemployed at the beginning 
of the 1970s. A similar situation occurs in India, 
Indonesia and the Philippines. High educated un- 
employment, which creates various economic and 
social problems, appears to be affected by such 
factors as salary levels, family structures, inadequate 
training, and job preference by students. Third, 
urban unemployment is higher than rural unemploy- 
ment. This should not be interpreted to mean that 
rural areas are in a better situation than urban 
areas; on the contrary, the average income in rural 
areas tends to be much lower than in urban 
areas, but the underutilization of labour takes on 
the form of underemployment rather than of open 
unemployment. 


As unemployment and underemployment are 
affected by many factors, various strategies and 
policies have to be adopted to tackle these pro- 
blems. In this chapter, the choice of technology in 
section (5), and rural development and_ public 
works in section (c), are considered to be important 
elements in strategies for increasing the demand 
for labour. On the supply side of the labour mar- 
ket also, there are many problems to be solved 
in order to match the supply of labour with the 
requirements as they arise in the process of econo- 
mic development. Education obviously plays a 
vital role in the formation of a labour force of 
appropriaie quality in terms of both skills and 
attitudes. This and related problems are discussed 
in section (d). Also considered are (e) shortages 
of competent entrepreneurial and administrative per- 
sonnel, which have formed one of the serious 
bottlenecks to further development, especially in the 
least developed countries. Section (f) contains an 
attempt to appraise policies and programmes under- 
taken by ESCAP developing countries in areas 
related to the problems discussed in the other sec- 
tions, and section (g) gives tentative conclusions 
with suggestions for further action. 


Admittedly, this chapter does not make a full 
survey of all the issues, policies and practices re- 
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lated to employment, manpower development and 
technology. However, it deals with those that seem 
to be most relevant to the conditions prevailing in 
ESCAP developing countries. 


(b) Choice of technology 


In most of the ESCAP developing countries, 
labour is abundant and capital scarce. Therefore, 
the lack of sufficient investment in economic acti- 
vities to absorb surplus labour has been considered 
to be the main constraint on employment expansion. 
However, the employment generated in the economy 
is determined not only by the volume of investment 
but also by its qualitative characteristics, which, 
in turn, determine the ways and ratio in which 
capital is combined with labour. In view of the 
magnitude of the unemployment and underemploy- 
ment prevailing in most of the ESCAP countries, 
the objective of maximizing employment generated 
by a given volume of investment has been increa- 
singly accorded top priority in developmental strat- 
egies in recent years. 


This objective can be achieved through (i) 
changes in the structure of the economy by chan- 
nelling investment into more labour-intensive sectors, 
such as agriculture, construction, and basic consumer 
goods industries;? and (ii) the choice of less 
capital-intensive technologies within the sectors or 
industries.1° In this brief review we are concerned 
mostly with the latter case. This does not imply, 
of course, that the change in sectoral structure and 
output-mix of the economy would be less important 
for expanding employment. 


The adoption of labour-intensive technology is 
a very complex and difficult task to achieve. 
First, it should be recognized that, in certain indus- 
tries, the use of capital-intensive technology cannot 
be avoided. For example, in petrochemical, steel, 
cement and some other industries producing inter- 
mediate and capital goods, capital-labour ratios are 
technologically determined and there is practically 
no scope for choosing between labour and capital- 
intensive technology. Development of these indus- 
tries is crucial for the expansion of output and 
employment in the rest of economy and, therefore, 
the call for a more labour-absorptive path of 
development should not mean the curtailment of 
investment into these ‘‘core”’ industries. 


® The increased production of food and other essential consumer 
goods is at the same time a precondition for achieving more equal 
distribution of income and improving the living standard of the 
Poorest strata of population. 


10In ESCAP developing countries, there is another avenue for 
increasing employment, at least in the short term: capacity in many 
industries is under-utilized and higher utilization would expand em- 
ployment without additional investment. 


However, in many processes and for many 
products there is a wide range of choices of tech- 
niques which are efficient at varying prices of 
capital and labour. When such choices are avail- 
able, labour-intensive technology would be expected 
to predominate in developing countries which have 
cheap, abundant labour. In fact, however, the 
technology adopted in many ESCAP developing 
countries is often capital-intensive, because of the 
distortion in factor pricing. Foreign aid supplies 
low-cost capital; the Governments of developing 
countries sometimes set interest rates artificially low 
to encourage investment; tax exemptions and bene- 
fits are sometimes attached to the purchase and 
use of capital; the minimum wage law may set 
industrial wages artificially high; exchange rates may 
be unrealistic; and-the protection policy may be 
stifling the growth of labour-intensive export industry. 
These factors limit the scope for the substitution of 
labour for capital and account for the predominance 
of capital-intensive technology in many ESCAP de- 
veloping countries. 


Without appropriate changes in factor pricing 
and related government policies, it cannot be ex- 
pected that the private sector will introduce labour- 
intensive techniques. As regards the public sector, 
where profit-maximizing criteria do not apply, the 
use of shadow prices reflecting the true social cost 
of capital and labour would substantially broaden 
the scope for adopting labour-intensive techniques 
for public projects. 


Besides having positive employment effects in 
general, the use of labour-intensive technology is 
widely recognized to be desirable for a number 
of other reasons. First, capital-intensive industries, 
as can be seen from the experience of many 
ESCAP developing couztries, have to import most 
of their modern equipment and machines and re- 
lated parts from abroad. This has generally wor- 
sened the balance of payments situations facing 
these importing countries, and in the case of break- 
downs, has caused instability in production. Second, 
labour-intensive technologies have often been found 
to require less highly trained professional and 
skilled labour, which is scarce and quite costly in 
developing countries. Third, labour-intensive indus- 
tries can be located more easily in rural areas 
and would help bring about balanced growth 
between rural and urban areas. If machines and 
parts for such labour-intensive industries were pro- 
duced and repaired in rural areas, as is often the 
case with people’s communes in China, the rural 
market and employment would be further expanded. 


Labour-intensive technology has certain short- 
comings. First, it requires a larger number of 
capable middle-level managerial personnel, and such 
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personnel are in short supply in most ESCAP 
developing countries. Second, uncertainty arising 
from strikes and wage changes make decision-makers 
favour capital-intensive technologies. In the third 
place, the level of productivity tends to be lower 
with labour-intensive technologies. However, in 
order to create more work, labour- intensive tech- 
nologies should be accepted and the disadvantages 
associated with them overcome. 


Agriculture, construction and certain manufac- 
turing industries are usually identified as sectors 
with a wide range of choices of technology and 
possibilities for adopting labour-intensive ones. 
These possibilities would be considerably enhanced 
if concerted efforts were undertaken to develop 
new labour-intensive technologies, whether adopted 
or indigenous. 


One desirable labour-intensive strategy that has 
been increasingly adopted ir Asian agriculture is 
multiple cropping and diversification. The latter 
involves development of production of fruits, veg- 
etables and livestock which are more labour-inten- 
sive than rice-growing. In order to produce and 
market the new products, more infrastructure has 
been found necessary, and the construction of 
irrigation and drainage, feeder roads and bridges, 
etc., has itself contributed to the creation of 
employment opportunities, thus complementing the 
effect of the change in agricultural patterns. In 
addition, such measures as the development of 
agricultural co-operatives and land reform will have 
to be undertaken to make the new approach 
successful. These institutional changes, however, 
have so far been more difficult to accomplish than 
the building up of physical infrastructure. 


Most machinery produced in the developed 
countries has not proved appropriate for agricul- 
tural conditions in ESCAP developing countries. 
There are two main reasons for this, and they are 
both related to differences in farming conditions 
between these two groups of countries. First, 
sophisticated machines for dry farming used by 
developed countries do not work well in the wet 
farming in southeast Asian and other ESCAF deve- 
loping countries. Second, farms in Asia are too 
small for large agricultural machines to be used 
economically. Even Japanese agricultural machines 
have not been attractive to farmers in southeast 
Asia on account of their complex mechanism, lack 
of durability and high prices. Repair and main- 
tenance have posed particular problems. 


A locally produced power tiller has been 
available in Thailand since the late 1960s.1!_ This 


"1 ESCAP, “Report of the Expert Team on Tractors and Power 
Tillers” (AIDC(7)/6), December 1971. 


tiller has various good characteristics: it is easy 
for farmers to handle and repair; its price is 
lower than that of its Japanese counterpart; more- 
over, its structure is simple, permitting production 
in a small domestic factory and thus creating 
further employment opportunities. Sales of this 
machine have increased rapidly. Another new 
machine called “Field Master” was developed by 
the International Rice Research Institute in 1972 
and its production has been expanding rapidly in 
the Philippines. In addition to these machines, a 
simple propeller pump developed in Thailand has 
been widely accepted.!* Farm mechanization, through 
such indigenous technology, can play a vital role 
in facilitating multiple-cropping and other improve- 
ments in land utilization, while at the same time 
increasing labour requirements in the agricultural 
and related light industrial sectors.'% 


Construction is another sector which may 
absorb much more labour, provided that labour- 
intensive techniques are used. Detailed studies have 
revealed that adoption of labour-intensive techniques 
in construction may not only generate more 
employment but also prove to be more efficient and 
cheaper than the use of capital-intensive technology. 
This applies both to disperse construction activities 
(e.g. housing and minor infrastructural projects in 
rural areas) and to major projects related to 
maxi-infrastructure. For example, the ILO study 
on employment in the Philippines!* estimated that 
the application of more labour-intensive techniques 
on major highways, flood control and irrigation 
projects under the 1974-1977 plan would directly 
provide an additional 73,000 new jobs per annum. 
Considered in this context, labour-intensive methods 
appeared to be cheaper than capital-intensive 
methods at market prices, without even resorting 
to shadow-pricing. 


In the industrial sector, textiles, clothing, food 
and wood-processing industries account for a sub- 
stantial share of total industrial employment in most 
ESCAP developing countries owing to their relative- 
ly high labour-intensity. These industries have not 
recorded high rates of growth recently. However, 
if emphasis in development strategies is placed on 
more equal income distribution, they will become 


12 United States Operation Mission to Thailand, “Thailand water 
pump industry”, September 1970. 

13 Where there is low productivity with inadequate infrastructure, 
inappropriate mechanization may release labour for which no alterna- 
tive employment exists. However, at certain stages in infrastructure 
and other environment, mechanization can increase the demand for 
labour by accelerating critical operations and thus permitting the 
intensity and pattern of cropping to be changed in ways that reduce 
seasonal unemployment and raise productivity. For further discus- 
sion, see “Agricultural employment and productivity”, Economic Bul- 
letin for Asia and the Far East, vol. XXIII, No. 3, December 1972. 

14 Sharing in Development, a Programme of Employment, Equity 
and Growth for the Philippines (ILO, Geneva, 1974), pp. 198-211. 
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more dynamic. Consequently, they ray contribute 
substantially to employment expansion, provided that 
labour-intensive technology is used. Among the 
recently fast-growing industries, electrical and me- 
chanical goods industries seem to offer possibilities 
for adopting relatively labour-intensive technology. 


(c) Rural development and public works 


In many ESCAP developing countries, migra- 
tion from rural to urban areas has continued and 
accelerated, with disastrous effects. Urban areas are 
expanding and becoming overcrowded, sometimes 
severely. The worst cases of this are Jakarta, 
Manila and Calcutta, but Seoul, Bangkok, Saigon 
and a number of cities in India and elsewhere 
in the region have developed serious problems as 
a result of large-scale migration in response to the 
lack of employment opportunities and low incomes 
in rural areas. In addition to urban unemployment 
itself, economic and social problems abound in 
these large cities, including the expansion of slums, 
an increase in crime, traffic congestion, lack: of 
houses, schools etc. and pollution. If substantial 
action is not taken to alleviate these conditions, 
the glaring inequities in living standards are likely 
to produce further discontent and unrest. 


Wealth and social capital have been concen- 
trated excessively in urban areas and the disparity 
between average family income in urban and rural 
areas has widened. National development processes, 
including industrial development and the expansion 
of educational and cultural facilities, have tended 
to further the urban areas’ interests more than 
those of the rural areas. Moreover, roads and 
information networks are far more developed 
between urban and rural areas than among rural 
areas. The different pace of development has been 
enhanced by such factors as the cities’ relatively 
amply infrastructure, including communications and 
various transport facilities, and the concentration of 
government offices, credit institutions, educational 
facilities and factories there. The situation is self- 
perpetuating since it increases the advantages of 
concentration from the point of view of private 
enterprises and other institutions, inhibiting those 
decentralization efforts which are being made. 


Various public works programmes have been 
devised to break the infrastructural bottleneck and, 
at the same time, expand employment in rural 
areas. These have been implemented in many 
countries in the region and have included the 
construction of feeder roads, minor irrigation, 
water control, and rural schools. Several problems 
persist, however. 


Some programmes aim only at absorbing unem- 
ployed or underemployed people, so that questions 
of efficiency and usefulness of the work has been 
neglected. Lack of funds has also hampered the suc- 
cess of programmes. Moreover, in some countries, 
the Government’s capacity has not been sufficient to 
perform the tasks undertaken. Inadequate co-ordi- 
nation among government departments has hindered 
the further development of public works, and 
public participation in planning and implementing 
public works projects has been almost entitely 
absent in many ESCAP developing countries. 


Nevertheless, their importance is clear: thus, 
there should be more concern about the productivity 
of public works and they~should not be confined 
to traditicnal activities. A most important aspect to 
be considered is the permanent character of employ- 
ment created by public works programmes. Educa- 
tion, health, marketing and other amenities would 
provide more permanent employment than “once- 
for-all’’ projects that only require labour during the 
construction period. Small factories could be con- 
structed with attention focused on the choice of 
technology. An example of this small factor ap- 
proach can be found in the Sae Maeul (New 
Community) Movement which the Republic of 
Korea started in 1971. 


In most ESCAP developing countries, the deve- 
lopment of rural industries could contribute to the 
absorption of the labour surplus and reduction of 
seasonal variations in employment in the rural areas. 
At present, however, rural industries are hampered. 
In the first place, incomes in agriculture are low, 
resulting in a small market for the industries’ 
products. Second, even simple consumer goods and 
agricultural implements which could be produced in 
rural areas are often provided by urban-based 
industries or imported. 


Government incentives are needed to make it 
profitable for appropriate industries to be located 
in the rural areas. Incentives should be adopted 
to encourage small and medium-scale local indus- 
tries. The industries in urban areas have not 
succeeded in providing enough employment in most 
developing countries in the region, and the current 
energy and food crises are forcing them to recognize 
their reliance on rural areas. Political and econo- 
mical instability derives to a great extent from 
the uneven pace of development between rural 
and urban areas. 


Rural development has also been hindered by 
many serious institutional and organizational bottle- 
necks. In overcoming these, a very important role 
can be played by co-operatives. The co-operatives 
provide opportunities for farmers to exchange ideas 
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and to get information about agricultural inputs 
and produce. They also facilitate mutual co-opera- 
tion among farmers, and might help ease the bur- 
den of high interest rates. Finally, their develop- 
ment would lead to the expansion of local markets. 


For such institutional developments, government 
assistance is undoubtedly a basic requirement. In 
some of the developing countries, features of the 
government actually hinder the developments. For 
example, when the decision-making power is too 
centralized, as it is in much of the region, it does 
not meet the needs of local farmers and thus 
makes them hesitate to join institutions. Yo develop 
rural communities and institutions, farmers and 
other concerned sections of such communities must 
be made masters of their own institutions. Such a 
situation calls for decentralization, which would also 
help Governments to be more responsive to the 
conditions of farmers. 


It should be pointed out that, in the condi- 
tions prevailing in many ESCAP developing coun- 
tries, a reform in the credit and banking systems 
seems essential for alleviating underemployment. 
For the large numbers of self-employed in both 
agricultural and other activities in rural areas, 
access to credit is vital for increasing their pro- 
ductivity and output as well as the intensity of 
their employment. Unless the existing collateral 
syndrom linking provision of credit to tangible 
assets is changed, the small farmers and other 
self-employed producers cannot get access to the 
inputs for which credit is necessary. Here, the 
government central bank could provide assistance 
by sharing the risks involved in extending credit 
to these self-employed whose credit eligibility would 
be based on their work or project potential rather 
than on traditional collateral. 


In addition to the traditional factors impeding 
agricultural and rural development, several new 
economic factor have made it quite difficult in 
recent months for farmers to increase their agri- 
cultural production, utilize new technology or pur- 
chase adequate agricultural inputs. The quantitative 
shortage ana the consequent rapid rise in prices 
of inputs, such as fertilizers, pesticides and herbi- 
cides, has made it difficult for farmers, particularly 
small ones, to obtain the necessary inputs. The 
shortage of foreign exchange available for imports 
of such items has aggravated these difficulties. 


Another set of problems can be attributed to 
government pricing policies. For example, as prices 
of principal agricultural products partly determine 
the real wages of urban workers, the Governments 
of many ESCAP developing countries have been 
fixing farm prices at a lower level than that 


implied by international prices. The rice export 
premium system also appears to discourage farmers 
from increasing their productivity through the use 
of more inputs, unless the proceeds from these 
premiums are effectively used for subsidizing the 
prices of agricultural inputs. 


Backwardness in the marketing system in many 
ESCAP developing countries has also created large 
disparities between producers’ and consumers’ prices 
of agricultural products. Thus, the fruits of agri- 
cultural processing have often been reaped by the 
middlemen. The lack of physical and social infra- 
structure within rural areas and between them and 
urban areas has also worked against farmers’ 
interests. To deal with these conditions and assist 
farmers, there is scope in most ESCAP developing 
countries for drastic government measures, including 
both fiscal policies and more basic institutional 
changes. 


Rural development requires comprehensive 
policy packages. One valuable approach to their 
creation might be for developing countries in the 
region to share experiences among themselves, rather 
than to imitate the experience of developed coun- 
tries. People’s communes in China and the Sae 
Maeul Movement in the Republic of Korea might 
provide some useful examples for other ESCAP 
developing countries. 


The Sae Maeul Movement has three main goals: 
spiritual enlightment through changing the traditional 
thinking and social life in the villages; physical 
and environmental improvement in the villages; and 
higher incomes through increased productivity de- 
rived from the creation of more non-agricultural 
jobs in the rural area. The villages are classified 
into three groups by development stages: at stage 
1, a village designated as a “basic village’’ starts 
with government financial support; at stage 2, it 
can undertake Sae Maeul projects with government 
assistance; and, at stage 3, it should be “self- 
reliant” or “independent” as regards its environ- 
ment, organization, income and financial viability. 
The Government intends to lift all existing villages 
to stage 3 by 1977. Women’s participation in this 
movement is emphasized. 


The Sae Maeul Movement not only contains 
further strengthening of rural infrastructure but also 
the creation of local industries which would de- 
crease local unemployment and, especially, seasonal 
underemployment. Self-reliance for villages forms 
the basis of the approach; thus the indigenous 
villager’s will is the key factor for development 
of the rural villages. There are several problems, 
of course: for example, co-ordination between vil- 
lages, prefectures and the Government might be 
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difficult, and the funds needed to implement the 
plan would be enormous. However, the approach 
deserves close attention by other ESCAP developing 
countries. 


Similarly, the objectives of the people’s com- 
munes in rural areas of China are increased pro- 
ductivity, output and incomes, as well as improved 
social consciousness and well-being, for the rice 
farmers operating within the socialist planned-econ- 
omy framework. Farmers in a village form a pro- 
duction team from which a group is organized 
into a production brigade. In turn, a group of 
these brigades comprises a people’s commune. The 
commune covers a large geographical area and is 
organized on the principle of self-reliance. 


The commune itself supplies not only the food 
for home consumption, but also most productive 
inputs for farming, such as water, organic ferti- 
lizers (and, in some cases, chemical fertilizers too), 
small-scale agricultural implements, and seeds. Only 
the large-scale farm machinery, such as tractors 
and freight trucks, and some chemical fertilizers are 
supplied by the State, while most durable consumer 
goods, such as clothing and electrical appliances 
for individual use, are bought in the market place. 
It is a self-contained community in that it pro- 
vides all the basic services, such as educational, 
health and cultural facilities and services necessary 
for the commune members. 


Thus, people’s communes have not only bene- 
fited individual farmers by providing a steady source 
of employment and rising income, but have also 
stimulated enormously the production of agricultural 
surplus in the country by the farmers’ collective 
action and diversified the tarming, industrial and 
other skills of the people. In this way, people’s 
communes form the foundation of Chinese agricul- 
ture and rural living, acting as an instrument of 
balanced development between rural and urban 
areas, agricultural and industrial sectors, and manual 
and mental labour. 


(d) Education 


In the 1960s, considerable quantitative expan- 
sion occurred with respect to higher education.!° 
In some countries in the developing ESCAP region, 
the fairly sophisticated educational systems, including 
universities and colleges, have produced serious 
unemployment problems among the educated. For 
example, India and Pakistan experienced a large 
over-supply of science and technology graduates 
which led the Governments of those two countries 
to reduce the number of students enrolled. At the 


+5 For further discussion, see Economic Survey of Asia and the Far 
East, 1973, part I. 


same time, rapid increases in population were 
forcing them to expand the capacity of primary 
schools. 


In the present decade, even more attention 
should be directed to primary and secondary 
education, in order to avoid a misallocation of 
manpower. Shifting the emphasis effectively away 
from higher education may also require the regula- 
tion of private schools’ expansion. Wage disparities 
in some countries are often a stimulus towards the 
attainment of university or college degrees, even if 
their holders cannot find jobs at times. On the 
other hand, some countries, such as Burma, Indo- 
nesia and the Republic of Viet-Nam,'* have shortages 
of manpower in the science and technology fields, 
sometimes on 2ccount of poor education in secondary 
schools. 


Prejudices against manual labour are common 
in many developing countries in the region. Thus, 
even practical subjects which use both body and 
head have been more or less neglected in tradi- 
tional educational systems, producing shortages in 
the supply of capable technicians. There is an 
urgent need for vocational subjects to receive much 
more emphasis in curricula, even though it is 
increasingly realized that the most effective way 
to learn the skills is through on-the-job training. 


However, the implementation of such reforms 
faces several obstacles. First, teachers are generally 
not acquainted with practical jobs and do not 
like to use their own hands. The number of 
qualified teachers is inadequate even for the num- 
ber of posts available at present, resulting in the 
employment of unqualified teachers and a reduction 
in the quality of the education. Second, lack of 
funds often results in shortages of teaching materials 
and equipment for practical subjecis. In India, 
there has been mess production and distribution 
of educational materials for science and teachers 
instruct pupils with practical tools: this kind of 
system, which should improve the quality of students 
and improve their social attitudes, could be con- 
sidered by other countries in the region. 


Perhaps the greatest need for more practical 
subject teaching is to be found in educational 
systems in which excessively comprehensive and 
academic Western styles have been copied. The 
present situation in Asia demands quite different 
skills and this relates in particular to the upper 
secondary school graduates. To fill the gap between 
economic development needs and the pattern of 
secondary education, practical subjects have to be 
included. 


18 Now Republic of South Viet-Nam. 
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The poor quality of primary and secondary 
school education makes it difficult to give students 
tertiary education. This is especially the situation 
in the least developed countries, but, even in Thai- 
land, it is reported that “dropping-out’’, failure to 
pass examinations, and repeating of course were 
widespread in the second plan (1966-1971) period. 
For primary school and secondary school education, 
examination failure rates amounted to 20 per cent 
and 40 per cent respectively.17 


Thus, tax revenues which meet the costs of 
education are often wasted in creating educated 
unemployed in many ESCAP developing countries. 
What funds are available for education should be 
directed to more productive and meaningful pro- 
jects. All students obtaining secondary and higher 
education would be better off if they took up 
practical jobs during long holidays or at least 
visited farms and factories in order to learn about 
possible jobs. More fundamentally, social tradi- 
tions, customs and institutions which create pre- 
judices against certain jobs have to be removed, 
and this requires much broader socio-economic 
reforms in addition to the changes in educational 
systems. 


Finally, the brain drain has been a large pro- 
blem in such countries as India, the Philippines, 
Pakistan and the Republic of Korea. A consid- 
erable number of competent students and profes- 
sionals have left their mother countries to get jobs 
abroad, mostly in developed countries with better 
pay scales. The outward flow of highly-educated 
people, whose education the Governments of deve- 
loping countries have financed in most cases, 
constitutes a substantial loss to their development 
effort. As the process is encouraged by shortages 
of competent people in some areas of developed 
countries, the problem is not easy to solve, but 
steps must be taken not only to create but also 
to maintain an adequate supply of professionals 
in the developing countries. - 


A lack of skilled workers is a constraint on 
industrial growth for many developing countries. 
Most factories need some people with technical train- 
ing, but these are usually scarce in a country 
where an industrial base has not been firmly 
established. Certainly, many unemployed or under- 
employed workers can participate in industrializa- 


- tion, which has been spurred in ESCAP developing 


countries by their abundance and low wages. 
However, most of them are unskilled and without 
experience in industrial work: hence they must be 
complemented by a large number of skilled workers. 


Firms provide on-the-job training when they 
cannot find skilled workers, although the costs of 


*7 Bank of Thailand, Monthly Bulletin, July 1974. 


this may be high in the case of new industrial 
workers: a considerable amount of time has to be 
spent on this training; some trainees may not have 
industrial aptitude; or those who are successful may 
leave for other firms after the training is over. 
On-the-job training can be made more attractive 
to firms, although most prefer not to have to bear 
the major responsibility. If the Government pro- 
vides basic training for workers in schools or 
workshops, workers become more attractive to 
industry: they can begin work immediately and 
they are better able to absorb further training. 
In one sense, technical training by the Government 
is a subsidy for industrial investors; in another, it 
is an investment in people. 


Apart from formal domestic education mea- 
sures, Governments might set up a scholarship fund 
to send people overseas for further training and 
give subsidies io private firms if they can give 
training which is more relevant to industrial needs 
than that provided by schools. Governments might 
aiso set up training schools jointly with companies. 
Of course, there are problems to resolve, such as 
how the costs of training should be shared between 
the Government and the companies and whether 
the trainees should be expected to pay later for 
the assistance that they have received. Moreover, 
it may be necessary to induce students to undergo 
a more extensive pre-work training period. Solu- 
tion are being found, however, and a few ESCAP 
developing countries already have a range of schemes 
under way. 


In this connexion, it should be mentioned that 
the multinational corporation (MNCs) have been 
criticized sometimes for inadequate training of local 
people, but some examples show that, under certain 
circumstances, the contribution of foreign companies 
may be substantiai. Perhaps the best example is that 
of Singapore, where large international enterprises 
are required to train double their own requirements 
of skilled workers, and where the Government 
appreciates the role of MNCs’ training activities in 
complementing its own formal programmes and 
subsidy schemes. Even without such encourage- 
ment, the enclave situation is difficult to maintain 
as mobility increases, and an important factor in 
the trade-off between corporation and host-country 
interests must be the steady percolation of trained 
workers out of the foreign sector, whereupon they 
become available to domestic firms. As with em- 
ployment itself, however, the training activities of 
MNCs depend partly on the existence of constructive 
host-government policies. 


In regard to educational problems in rural 
areas, the most notable feature from a macro-econ- 
omic viewpoint is that the agricultural sector pro- 
vides non-agricultural sectors with competent people 
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who could otherwise contribute a lot to agricul- 
tural development. There are several factors impli- 
cit in existing educational systems which hinder 
the emergence of capable farmers who could adjust 
to new agricultural techniques and create better 
conditions for themselves. 


First, in ESCAP developing countries, prospec- 
tive farmers complete primary school at best, and 
more usually attend only lower primary school. 
Even those who gain a full primary education do 
not usually receive the type of schooling that would 
make them active agents of change in traditional 
ways of farming. 


“Ideally, primary school is intended to pro- 
mote analytical skills, problem-solving ability, 
and a Critical, questioning attitude which would 
favour creative decisions rather than the blind 
following of custom and tradition. Such an 
education would lead to a scientific attitude 
[and] make the modernization of agriculture 
easier. The reality of present rural primary 
schools, however, is mind-dulling drill, rote 
learning, memorisation and authoritorianism. 
Such a style of instruction may be counter-pro- 
ductive and harmful’’.'§ 


Therefore, the quantitative expansion of primary 
education in rural areas must be accompanied by 
qualitative changes in content,!® otherwise it will not 
serve the main purpose of making the prospective 
farmers capable of changing the traditional and 
often miserable conditions of their living. 


Second, at present, education is looked upon 
in rural areas primarily as a means of escaping 
the hardships of rural life. In many cases, parents 
allow their children to attend upper primary school 
in order to provide them with alternatives to 
farming as a career: in some developing countries, 
there even exists a popular demand to reduce 
vocational education at lower secondary schools. 
Moreover, where modern agricultural vocational 
schools have been established, a very disturbing 
trend has emerged: most students want to be- 
come government officials, teachers, researchers, etc. 
rather than use their newly acquired knowledge in 
farming. 


18 H.W. Knowles, “Education and training for rural development”, 
paper prepared for the ESCAP secretariat, 1973, p. 8. 


18 Tn this connexion, it is also being proposed that practical sub- 
jects, such as farming and gardening, be included in the curricula of, 
preferably, higher primary schools. The implementation of this pro- 
posal is hindered by the fact that teachers usually know very little 
about farming and gardening and are not interested in agriculture. 
Moreover, it should be pointed out that rural youth, unlike much of 
urban youth, get their working experience at home. Admittedly, 
the “instruction” they get from their parents is traditional, so that the 
best solution to this problem seems to be expansion of extension ser- 
vices aimed at the adults. 


All this points to the conclusion that formal 
education itself can do little to improve the 
farmers’ productivity, increase employment opportu- 
nities in rural sector and stem the migration to 
urban areas. What seems to be needed to com- 
plement, and possibly to percede, it is a vigorous 
expansion of non-formal education closely linked 
to extension services which would be aimed at 
both youth and adults. In this context, there is 
a growing support for the “centres for rural deve- 
lopment’’, established in some developing countries, 
which would have no entry requirements by age 
or academic competence and would tcach informal 
practical courses closely geared to the needs of the 
community concerned. _ 


It should be emphasized, however, that expan- 
sion and improvement of education, whether formal 
or non-formal, has to be coupled with improved 
access for the small farmer to the essential inputs 
(water, improved seeds, fertilizers, etc.) and even- 
tually land to cultivate. Otherwise, an educated 
farmer would have no plot of land and/or 
necessary inputs for applying his acquired skills, 
and education would simply result in increased 
frustration. 


(e) Management 


The lack of entrepreneurship in some of the 
ESCAP developing countries remains a constraint 
on development. The creation of modern industrial 
sectors accelerated in these countries in the 1960s 
and, as a result, there is a shortage of indigenous 
entrepreneurs. Many of those who have appeared 
on the scene have originated from the ranks of 
indigenous commercial capitalists, whose approach is 
quite different from that of modern industrial 
capitalists. Generally, they want to realize their 
return as soon as possible and to avoid rather 
than to take risks. In short, their objectives are 
not suitable for the modern enterprise with large 
equipment investment which requires long-term 
policies. 


Multinational corporations establishing activities 
in developing countries respond to this by placing 
local executives in charge of sales divisions and 
foreign executives in charge of production manage- 
ment. However, the lack of indigenous management 
skills is also found in marketing. A considerable 
number of enterprises in the developing countries 
have not paid much attention to the marketing 
techniques required for mass production industry 
— namely to utilize market research, estimate de- 
mand and production, expand advertising and 
create sales netwerks. 
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Poor performance in management is a barrier 
to the self-reliance aimed at by the developing 
countries. Ownership of stocks is, of course, what 
determines the visible ownership of an enterprise, 
but participation in decision-making in management 
is not less significant. 


Protection by high tariffs initiated by Govern- 
ments has encouraged considerable development of 
local industries, but, at the same time, it has 
enabled enterprises to survive without making stren- 
uous efforts to raise productivity and develop 
markets. In this way, excessively protectionist poli- 
cies have enabled management problems to be 
persistently overlooked in many ESCAP developing 
countries. 


This shortage of capable entrepreneurs might be 
partly caused by established job preferences. In 
many developing countries of the region, educated 
competent students still prefer to become govern- 
ment officials and professionals, including teachers, 
because these professions have long carried a higher 
social status and prestige. Such traditional pre- 
ferences often do not reflect relative pay levels, 
however, and higher salaries in the business sector 
are likely to erode gradually the non-economic con- 
siderations. In fact, in more developed ESCAP de- 
veloping countries and territories (e.g. Hong Kong 
and Singapore), executives in business today carry 
not only high salaries but also a considerable prestige. 


The formation of entrepreneurial skill requires 
many years of experience, and some assistance to 
accelerate the process is desirable. The core of 
competent administrative personnel may be increased 
through on-the-job training and seminars, or through 
the training of managers in developed countries. 
Those countries in the ESCAP region which accom- 
modate substantial foreign private investment could 
encourage the latter approach more readily than 
those which do not. 


Perhaps the most crucial manpower shortages 
in developing countries are those of middle-level 
administrative personnel and foremen. These fill a 
variety of posts between the top managers and 
professionals and the general clerks and workers. 
Unlike the former group, they cannot be replaced 
by foreigners, even temporarily. The shortage of 
these middle personnel has been exacerbated by 
their instability in a job because the considerable 
demand for them results in a high turnover. 


Some of the problems observed with respect 
to such personnel are lack of positive spirit towards 
the job and slow adjustment to new situations, 
conditions and structural changes. Their individual 
capability is not necessarily low, but lack of co- 


ordination among jobs and organizational maladjust- 
ments of these personnel have adverse effects on 
productivity. In industries which use a large 
amount of equipment, for example, such organiza- 
tional deficiencies contribute to the underutilization 
of machines, with obvious consequences for the 
efficiency of the whole production and administration 
process. The greater simplicity of processes might 
better suit the technical and administrative skills 
available in many of the developing countries in 
the region. 


Labour management also has to be adjusted 
to the historical and economic background of each 
country. The role of the middle-level personnel and 
foremen is very important, affecting not only the 
particular job which each worker is doing but 
also related jobs or even the whole management 
of a firm. To improve the present situation for 
these middle-level workers, further development of 
on-the-job training in developed countries and 
retraining in local centres is required. Wage and 
fringe benefit policies might be used to give 
workers the necessary incentives. 


The Government’s advice and assistance can 
inspire and otherwise affect positively the develop- 
ment of local entrepreneurship. For example, the 
recent remarkable economic performance of Malay- 
sia and Singapore seems to have derived partly from 
efficient government activities and policies. 


(f) Appraisai of policies and programmes 


(1) Policies related to promotion of 
labour-intensive industries 


In many developing countries, Governments 
have undertaken import-substitution policies which 
have had considerable impact on factor proportions. 
Important examples are provided by the Philippines, 
Malaysia and Sri Lanka. 


In the Philippines, the annual Investment Prio- 
rity Plan formulated by the Board of Investment 
has played a significant role in providing special 
incentives for certain industries. Under the Invest- 
ment Inventive Act, costs of capital goods are re- 
duced for favoured industries through various 
incentives. These include accelerated depreciation 
allowances, a reduction in income-tax liability for 
reinvested earnings, tariff exemptions on _locally- 
purchased capital goods, and net operating loss 
carry-over. In addition, the favoured industries may 
benefit from special lending policies of government 
financial institutions in terms of low interest rates 
as well as preferential access to credit. 


These incentives may have contributed to the 
expansion of industry. However, they seem also to 
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have accentuated the bias toward the use of capital- 
intensive techniques. Partly perhaps to reverse this 
bias, the Philippine Government launched an inte- 
grated financing programme for medium-scale and 
small-scale industries in 1973. Special consideration 
was placed on a reorientation of the Industrial 
Guarantee and Loan Fund towards small-scale 
industry in which priority is given to enterprises 
which are labour-intensive, located in rural areas 
and/or which contribute to exports. 


In Malaysia, in response to the failure of the 
first Malaysian plan to develop labour-intensive 
industries, the second Malaysian plan (1971-1975) 
aimed at promoting labour-intensive techniques and 
industries. Such techniques appear to have been 
utilized to a considerable extent in the construction 
of the East-West Highway. Moreover, under an 
amendment to the Investment Incentive Act, labour- 
intensive industries are now eligible for special tax 
relief for a maximum period of 10 years.2° The 
focus of this Government’s industrial development 
effort has been to encourage foreign investment, 
recently in joint-partnership with local investors, 
and the growth of small-scale industries. Special 
incentives have been provided for regionally dis- 
persed and export-oriented industries, as well as for 
those which are labour-intensive. It is estimated 
that the latter have contributed about 12,000 jobs 
since the introduction of the incentives in 1972. 
Locational incentives have been provided to encour- 
age the dispersal of industries which can take 
advantage of natural resources and abundant labour 
outside the major industrial areas. 


Sri Lanka’s experience has demonstrated that 
small-scale industry is very much less capital-inten- 
sive than other sectors in terms of output and 
employment. Therefore, its current five-year plan 
states that, during the 1972-1976 plan period, large- 
scale operations will not be permitted in those fields 
where small-scale production is viable. Special 
emphasis is placed on the development of the 
agricultural sector and small-scale industries, thus 
improving the balance of payments situation as well 
as employment in Sri Lanka. 


(2) Rural developments 


The above examples indicate the growing con- 
cern among the developing countries about the 
choice of appropriate technology. At the same 
time, various schemes and programmes have assisted 
tural development. Some interesting experiences 
with the latter have occurred in Indonesia, the 


2° Government of Malaysia, Second Malaysian Plan (1971-1975), 
p. 156; Friedrich-Ebert-Stiftung Workshop, Series Report 11, Man- 
power Development and Economic Growth, pp. 233-234. 


Philippines, India and Malaysia, in addition, of 
course, to the programmes adopted by China and 
the Republic of Korea that were discussed above. 


The Indonesian Government has been imple- 
menting a number of programmes concerned with 
labour-intensive rural works, voluntary services in 
the rural areas, and land settlement through transmi- 
gration.21_ First, the Village (Desa) Programme in- 
tends to allot Rp 100,000 to each village for 
purchasing materials for rehabilitation, improvement 
and construction of rural roads and minor irriga- 
tion facilities, water supplies, schools and other 
community facilities with the help of free voluntary 
local labour. Second, the subprovincial District 
(Kabupaten) Programme,_which was started in 
1970/71, aims at developing a public works pro- 
gramme which will concentrate on labour-intensive 
rehabilitation and construction works. It should be 
noted that the officer concerned has to certify 
that projects are labour-intensive before they are 
approved. This programme has provided an 
estimated 302,750 persons with employment for 100 
days during 1971-1972. 


A third effort has been the Padat Karya 
Labour-intensive Works Programme which is to 
utilize unemployed and underemployed labour for 
carrying out labour-intensive construction projects. 
The main programmes of work are reafforestation, 
canal and road construction, and irrigation. This 
programme was extended from 18 kabupatens in 
1969/70 to 53 in 1972/73. Fourth, the BUTSI 
(Indonesia Board for Voluntary Service) Program- 
me was set up in 1968 to take batches of university 
graduate volunteers for two years’ training in vil- 
lage development. The members of the first two 
of these batches secured suitable employment by 
their own efforts at the end of their training. 


A transmigration programme has been intro- 
duced to take people from such densely-populated 
areas as Java-Madura and Bali to outer islands 
where labour is absorbed more easily. In 1971, 
about 4,000 families were moved under the pro- 
gramme. Various forms of assistance, such as the 
provision of two hectares of land and free trans- 
portation and free food for a certain period, are 
given to migrant families. Another programme con- 
sists of World Food Programme (WFP) projects 
which relate to rural work programmes. 


These approaches appear useful in assisting 
rural development, but they need to be evaluated 
aud improved, especially by ensuring the presence 
of complementary facilities. In the case of transmi-— 


?1 Manpower and Related Problems in Indonesia (Bangkok, ILO, 
1972). 


: 
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gration, for example, the development of both in- 
frastructure and local industries seems essential to 
make this programme a success. 


The Philippine Government introduced two new. 


measures in 1971 to solve its unemployment pro- 
blem in the countryside when it created the Cot- 
tage Industries Development Council and the Com- 
mittee on Rural Employment.?? 


Also in 1971, the Government of India began 
its Crash Scheme for Rural Employment. This 
aims at generating productive employment in the 
creation of rural infrastructure for 1,000 persons on 
an average for 10 months a year in each dis- 
trict. Under this scheme, about 80 million and 
134 million man-days of employment were created 
by 1971/72 and 1972/73 respectively.2? Moreover, 
the Drought-prone Area Programme, which covers 
minor irrigation, soil conservation, afforestation 
schemes, rural roads and pasture land development, 
began with an expenditure of Rs 67.7 million in 
1970/71. The expenditure on this programme in- 
creased to Rs 329 million at the end of March 
1973 and 87 million man-days of employment were 
generated. The scheme for development of small 
but potentially viable farmers and the scheme for 
marginal farmers and agricultural labourers have 
beert in operation in India since 1969/70. Their 
aims are to develop subsidiary occupations, such 
as dairying and poultry, and provide credit and 
agricultural infrastructure. 


In Malaysia, job creation in agriculture by 
opening up more land has resulted from the 
scheme developed by the Federal Land Develop- 
ment Authority. The target was to develop more 
than a million acres during 1971-1975. Between 
1971 and 1973 a total of about 600,000 acres 
were developed, providing new employment for 
about 65,000 people. This programme is expected 
to raise rural income and reduce the internal im- 
balance in income distribution. 


(3) Educated unemployment 


Another type of employment programme adopt- 
ed in the region has been aimed at reducing educated 
unemployment. India and Malaysia serve as good 
examples of countries which have been active in 
this area. The Employment Market Information 
Programme in the former and a labour market 
information and placement service in Malaysia 
represent only one important approach to the promo- 
tion of employment opportunities. 


22 Manpower Development and Economic Growth, op. cit., pp. 287 
and 310. 

23 Proceedings of the Consultative and Evaluative Workshop on the 
Asian Regional Project for Employment Promotion, Bangkok, 1973. 


The Indian programme for educated unemploy- 
ed, including engineers arid scientists, was initiated 
in 1971/92. Its elements include improvements in 
the quality of Indian primary education, financial 
assistance to small entrepreneurs for self-employment 
ventures, and investigation of several infrastructure 
projects. This programme produced about 37,534 
and 65,808 job opportunities in 1971/72 and 1972/ 
73 respectively. The Half-a-million Jobs Program- 
me, which aims at creating job opportunities for 
500,000 educated unemployed in 1973/74, gives 
first priority to schemes which generate self-employ- 
ment. It includes incentives for employers to 
employ engineers, diploma-holders and other tech- 
nically qualified persons. 


Youth employment programmes of the Malay- 
sian Government are aiming at providing youth 
with training in various skills to prepare for self- 
employment. Various other measures adopted to 
expand employment in Malaysia include the restric- 
tion of over-time to 32 hours per worker per 
month; the labour relief incentive giving special 
tax relief to companies on the basis of the number 
of their full-time workers; and the abolition of 
payroll tax in 1971. 


(g) Conclusions 


The various programmes described above show 
the efforts being made by the Governments of some 
ESCAP developing countries in dealing with their 
unemployment and underemployment problems, the 
magnitude of which has been increasingly recognized. 
This has led many countries to set employment 
targets in quantitative terms. However, several 
least-developed countries do not have employment 
targets and may need special assistance to formulate 
them. They should be described explicitly in national 
plans along with appropriate policies to ensure 
their achievement. Moreover, in the implementation 
of programmes, work within various government 
offices needs to be well co-ordinated, and each 
programme appraised carefully. 


In view of the present critical situation, con- 
crete and appropriate policies to increase employ- 
ment are needed urgently. Moreover, the past poor 
performance of measures to expand employment 
in several countries indicates that policy packages 
are required. First, idle resources have to be 
mobilized. The existing “idle” capital equipment 
in the developing countries should be fully utilized. 
This idle capacity is widespread in both big firms 
and small. At the same time, the underemployed 
labour force has to be fully employed, particularly 
in the agricultural sector. 
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More appropriate technology in terms of each 
country’s economic situation and environment is 
necessary. Given the factor endowments of almost 
all the developing countries of the region, capital 
should be utilized in order to intensify the utili- 
zation of labour. When capital-intensive technology 
is introduced, careful project-selection is required. 
The protection system certainly has to be revised. 
In some cases, basic changes in countries’ economic 
structures, including the selection of industries, are 
necessary. 


Small- and medium-sized industries have 
various advantages at many of the countries’ 
present stages of economic development. Small- 
scale industries, such as garments and handicraft 
manufacturing, not only absorb significant amounts 
of labour but could also contribute to export 
expansion in several countries. These indusiries 
have disadvantages in credit availability and market- 
ing, however, and it is in these areas that govern- 
ment assistance would be helpful. 


In agriculture, farmers need better access to 
land and other inputs; their incomes must be raised 
through appropriate pricing and other policies; and 
they need to develop their own institutions, such 
as agricultural co-operatives, to increase output and 
improve techniques. In particular, diversification 
of agricultural crops and multi-cropping could 
lessen mass underemployment. The technologies in- 
volved are new to farmers and they need all-round 
support from Governments to adopt them. 


Rural development must be the most funda- 
mental approach to the problem. The development 
of local industries through the expansion of rural 
markets is one important aspect, but the expansion 
cf rural work must be emphasized too, since the 
building of roads, communications, power and 
electricity facilities and other infrastructure not only 
contributes to the economic development but also 
produces immediate employment effects. Rural 
development also requires decentralization in govern- 
ment decision-making and co-ordination of the work 
of the various agencies concerned. 


The employment problem should be eased also 
by policies relating to income distribution. In order 
to lessen the gap between rural areas and urban 
areas, fiscal and monetary policies should accord 
higher priority to the development of rural areas. 
Various subsidies, credits and other assistance to 
poor farmers would raise rural incomes. Land 


reform also increases the incomes of poor farmers 
and might assist the development of local markets. 
In addition, there is a need in many countries 
for redistribution of income through tax reforms 
which would cause taxes to fall on rich people 
more heavily and effectively. Specific measures 
might be aimed at making tax collection more 
effective and precise, taxing capital gains as well 
as income flows, and raising tax rates on luxury 
goods. The limited resources of ESCAP developing 
countries need to be directed more towards increasing 
both consumption by the poorer masses of the 
people and productive investment. The expansion 
of the market in ordinary commodities that would 
be caused by the income increase of poor people 
would also create a greater-demand for labour and 
thus contribute to~ halting this particular vicious 
circle of poverty. 


In the field of management, entrepreneurs should 
be encouraged to adopt the more modern approach 
of reinvesting their profits for the expansion of the 
enterprise rather than diverting funds elsewhere in 
pursuance of short-term returns and conspicuous 
consumption. More participation of workers in de- 
cision-making would reduce conflicts and losses 
resulting from strikes. In general, entrepreneurial 
skill has to be developed. On the other side, 
workers need to take more responsibility in their 
jobs and develop new skills. Although their own 
efforts are crucial, they must be given opportunities 
and incentives. Meanwhile, efforts are needed on 
the part of both firms and Governments to create 
competent indigenous entrepreneurs and workers. 
On-the-job training, education and _ institutional 
training are important components of such efforts. 


Lying in the path of many of the apparent 
solutions to the employment problems are institu- 
tional factors and barriers. Urgent attention must 
be paid to them since they may constitute the 
major constraints on generating employment and 
eradicating poverty. In this regard, the experience 
of centrally-planned economies may be of interest. 
In these economies, unemployment is considered to 
be a loss to the society and is therefore virtually 
non-existent. Full employment is an axiom on 
which planning and development strategies are 
based. This suggests that unemployment is not 
universal or necessary and can be eradicated through 
the application of appropriate policies, including 
those which bring about institutional reforms in 
the existing socio-economic structure of a developing 
market economy. 
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Chapter VII 
TRADE POLICIES 


The International Development Strategy for the 
Second United Nations Development Decade advo- 
cated a most important role for international trade 
and finance in over-all economic and social develop- 
ment. Particular emphasis was placed on the expan- 
sion and diversification of exports of manufactures 
and semi-manufactures from developing countries. 
For this purpose, developing countries were urged to 
collaborate and intensify their efforts through export- 
promotion measures. Developed market economies, 
for their part, were requested to guarantee that no 
additional barriers be imposed against exports 
from developing countries and that existing barriers 
be reduced to facilitate trade expansion and diver- 
sification. Further emphasis was placed on the 
reduction or elimination of tariff and non-tariff 
barriers to the imports of primary commodities, 
including those in processed and semi-processed 
form, and preferential arrangements in regard to 
manufactures and semi-manufactures. Socialist 
countries of eastern Europe, on their side, were 
asked to give the trade needs of developing countries 
due consideration when formulating their long-term 
plans. It was stressed that measures should be taken 
to maximize and diversify imports of primary 
commodities as well as to increase imports of 
manufactures and semi-manufactures from develop- 
ing countries so that they would form growing 
components in the socialist countries’ total imports 
of these categories. 


While there is no doubt about the vital role 
of international trade and finance for development, 
some important changes in the current international 
situation and resulting problems have made it 
necessary to reconsider various aspects of the trade- 
oriented approach to development in the ESCAP 
region. 


(a) Trade characteristics! 


(1) General trends 


Some general trends in the international trade 
of ESCAP developing countries are of particular 
relevance to trade policies. Those countries’ general 
trade performance in terms of export expansion has 
been above the Strategy target, but performance 
has varied widely among the countries. In regard 
to commodity composition, it is promising that the 
relative importance of light-manufactures and semi- 


1 Refer to chapter II above for an appraisal of recent trade perform- 
ance and patterns in the ESCAP region. 


manufactures exports has sharply increased. In 
response to buoyant demand, industrial raw materials 
have also increased their share in the exports. On 
the other hand, the relative importance of agricul- 
tural products, especially foodstuffs, fell in response 
to two factors: increasing self-sufficiency in some 
countries and reduced exportable surplus in others. 
At the same time, import-substitution policies re- 
sulted in a further increase in the relative im- 
portance of imports of capital goods and industrial 
taw materials while that of consumption goods of 
industrial origin declined. The most notable changes 
in the geographic direction of trade of ESCAP 
developing countries are that the relative share of 
developed market economies, especially the United 
States and Japan, has risen in both exports and 
imports while that of centrally-planned economies 
and intraregional trade partners has stagnated or 
decreased. 


In regard to trade, particularly export patterns, 
substantial differences can be observed in deve- 
loping ESCAP region. Hong Kong, the Republic 
of Korea and Singapore have been conspicuous 
by their success in export expansion despite their 
basic lack of natural resources. These countries and 
territories are well endowed with skilled and semi- 
skilled labour which gives them a comparative 
advantage in labour-intensive and _ skill-intensive 
light-manufactures and semi-manufactures. The 
limited size of domestic markets naturally leads 
these industries to export. For these countries, 
foreign demand for their products and supply of 
raw materials are the crucial factors in determining 
their trade policies. 


Another group of countries — Indonesia, Iran, 
Malaysia, the Philippines and Thailand — has also 
been increasingly successful in achieving expansion 
of raw material exports, and to a certain extent 
has attained import-substitution, especially of the 
major daily consumption goods. The population 
pressures on natural resources, except in Indonesia, 
are not very acute in the countries of this group, 
and, on the whole, they have not been seriously 
troubled with balance-of-payments difficulties be- 
cause they have benefited from the recent price 
rises for the commodities which they export and 
continuing inflows of foreign private capital. How- 
ever, they have become increasingly aware of the 
limited scope of their import-substitution industries 
and natural resource export-orientation, so that 
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emphasis in their trade policies is shifting toward 
export promotion of light-manufactures and semi- 
manufactures. 


A third group of countries — Bangladesh, 
India, Pakistan and Sri Lanka — faces quite a 
different situation. Although their levels of indus- 
trial development differ, it is evident that the acute 
population pressure on natural resources, including 
vital foodstuffs, seriously affected their over-all 
development efforts. Their traditional export com- 
modities, which have low demand elasticities, have 
met stiff competition from products from developed 
countries, especially synthetics. With the exception 
of cotton eyported from Pakistan, they have 
largely been left behind in exploiting the price boom 
for primary commodities. Moreover, the limited 
convertible foreign exchange earnings from exports 
have made heavy restrictions and controls on im- 
ports necessary.2 These, in turn, have had adverse 
effects on exports of manufactures and semi- 
manufactures. 


Afghanistan, the Khmer Republic,? Laos, Nepal, 
the Republic of Viet-Nam* and the developing island 
countries of the Pacific make up another group of 
countries with special problems: either because of 
war and conflicts, or because of their very low 
level of development aggravated by land-locked or 
sea-locked characteristics. In most of these cases, 
both their industrial bases and agricultural produc- 
tion capability are too limited to allow a rapid 
export expansion. 


The trends and the patterns and diversifica- 
tion of trade have significant policy implications for 
the ESCAP regional countries. This can be seen 
by analysing the changes in industrial structures in 
the east and southeast Asian countries whose trade 
performance in recent years has been quite im- 
pressive. In the east Asian countries, increases in 
the import of machines, chemical products and 
other intermediate goods were made necessary to 
expand the production of textiles, electric appliances 
and miscellaneous manufactures, most of which 
were in turn exported to the Uniied States and 
Japan. The weight of manufactures and semi- 
manufactures in east Asian countries’ exports rose 
from 42 per cent in 1960 to 79 per cent in 
1972. The share of Japanese exports of these com- 
modities to the United States declined sharply 
during the same period. Simultaneously, the share 
of the manufactures and semi-manufactures in the 
exports of the east Asian countries to Japan 
soared from a mere 4 per cent in 1960 to 54 
per cent in 1973, whereas the share of the same 


? With the exception of Pakistan which has loosened import restric- 
tions in recent years. 

3 Now Cambodia. 

“ Now Republic of South Viet-Nam. 


goods in the imports by these countries from 
Japan declined sharply. This helps to’ show the 
shift in production of light-manufactures and semi- 
manufactures from Japan to the east Asian coun- 
tries and represents an important trend in the 
international division of labour. 


(2) The international market situation 


As mentioned above, the trade dependence of 
the ESCAP developing countries on developed 
countries is high and increasing. The export per- 
formance of the region is therefore subject to growth 
fluctuations in the developed market economies. 
This was shown clearly in 1971, 1972 and 1973 
when there was a buoyant demand in the United 
States and Japan for light-manufactures and semi- 
manufactures from east Asian countries, and an 
over-all increase in demand and prices for raw 
materials from southeast Asian countries and Iran. 
The sharp increase in the prices of petroleum in 
1973, however, has had profound implications for 
both exports and imports of ESCAP developing 
countries. 


Prices in raw materials markets started to move 
upward towards the end of 1971. They accelerated 
in 1972 and, during the 18 months from the second 
half of 1972 to the end of 1973, Reuter’s Index 
increased 2.5 times. This average monthly increase 
rate of 5.1 per cent is even higher than that 
recorded when the demand for strategic commo- 
dities soared during the early 1950s. The short- 
term seasons for this boom are: (i) an upward 
growth trend in developed market economies; (ii) 
a shortage of agricultural products due to crop 
failures during 1972 and 1973; (iii) an increase 
in speculative trading due to instability in the 
international monetary situation; (iv) an increase 
in demand for goods as an inventory investment 
to provide a hedge against world-wide inflation; and 
(v) an increase in prices of petro-chemical products 
due to price rises in petroleum, e.g. synthetic 
fibre and synthetic rubber. The more important 
long-term reasons are: (i) a slow-down in non- 
ferrous metal production due to environmental 
problems and (ii) a food shortage in developing 
countries due to population expansion. Since many 
of the price rises of raw materials cannot be 
reasonably explained by the industrial production 
rise and food production failure, and since the 
long-term factors naturally have slower effects, 
speculative trading is considered to have performed 
an active role in the current price rises.® 


(3) Exchange rate realignments 


The suspension of the convertibility of the United 
States dollar in August 1971 precipitated the break- 


5 IMF, Annual Report, 1974, pp. 9, 18 and 19. 
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up of the international monetary system which had 
been in effect since the end of the Second World 
War. After four months of continued crises and 
floating exchange rates for most major currencies, 
the Smithsonian Agreement of December 1971 
realigned and fixed new rates for the major cur- 
rencies. Central rates replaced par values and 
permitted margins were widened. It was hoped 
that the arrangement would provide a basis for a 
viable system. 


However, by June 1972 the first major crack 
appeared in the system with the floating of the 
pound sterling and the currencies of 16 other 
countries tied to sterling. Floating rates were sub- 
sequently introduced for a number of other cur- 
rencies, the United States dollar underwent its second 
devaluation in 14 months, and, by March 1973, 
the agreement to maintain a stable relationship 
among the members of EEC and for them to 
float against the dollar (the ‘‘snake in the tunnel’) 
began to disintegrate. 


Since that time a “dirty” or managed float has 
been maintained for the world’s major currencies, 
with almost all the developing countries maintaining 
a stable relationship with one or other of the 
major currencies, usually the dollar, the pound or 
the French franc. 


In September 1972, the IMF Committee of 
20 set out to build a new design for an inter- 
national monetary system. However, the disturbing 
events of the following 21 months — inflation, 
the exchange crisis of February/March 1973, the 
sudden rise in oil prices and the inability of the 
Committee to accommodate each other — made it 
impossible for the Committee to reach final agree- 
ment and, instead, in June 1974, it presented a 
framework for a proposed reformed monetary sy- 
stem. Suggestions were made for a number of 
immediate steps. Other items were left for further 
negotiation. 


After three years of disruption, the international 
monetary situation is still full of uncertainties and 
imbalances which tend to reduce trading access 
of developing countries to industrial markets. In 
addition, the greater flexibility in exchange rates 
has increased the currency risks for developing 
countries, with the consequent and well-known 
effects which increases in uncertainty have for 
traders. Forward cover is expensive and used only 
by the largest organizations. Uncertainty arising 
from the international financial situation and also 
from the difficulties and fears arising from the 
oil price rises have increased the pressure for 
countries to make bilateral trading agreemc™s. 
These, though necessary and beneficial in particular 
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situations, are a second-best solution as they reduce 
flexibility and inhibit the ability of developing coun- 
tries to take advantage of changing conditions in the 
world market place. 


In the present world situation there is a 
growing fear on the part of developing countries 
that protectionism in the developed countries and a 
reduction, at least in real terms, of foreign assis- 
tance will further exacerbate the difficult balance of 
payments position of many development countries. 
The world community has recognized these dangers. 
In a communiqué issued at the conclusion of its 
Ministerial Meeting in May 1974, the OECD Council 
issued a Declaration in which the member coun- 
tries ‘“‘declared their determination to avoid, inter 
alia, for a period of a year, new unilateral action 
to restrict trade or other current account transac- 
tions”. The programme of the IMF Committee of 
20 for immediate action also provided for a 
pledge by member countries for a period of two 
years: “not to introduce or intensify trade or other 
current account measures for balance of payments 
purposes without a finding by the fund that there 
is a balance of payments justification for such 
measures’’.® 


There is no guarantee, however, that, in the 
period until a new international financial system 
arises, these declarations will likely be adhered to, 
or that the trading position of developing countries 
will be in any way safeguarded. They have a 
very strong interest therefore in efforts to create 
a new and stable monetary system as soon as 
possible. 


(4) Trends in suppliers’ credit 


The use of suppliers’ credits for financing im- 
ports of some developing ESCAP countries showed 
a declining trend in recent years. In Thailand, 
for example, suppliers’ credit grew steadily from 
1968 to a record $US 158.6 million in 1970, but 
declined significantly from $US 131.8 million in 
1971 through $US 102.5 million in 1972 to only 
$US 67.2 million in 1973. The major cause for 
this decline was a reduction of inflows in the term 
of suppliers’ credit from Japan, which accounted 
for more than 50 per cent of the total in 1972 
but less than 30 per cent in 1973. In addition to 
Thailand, such countries as Burma, Iran, Pakistan 
and Singapore also showed declining trends in the 
inflow of suppliers’ credits from Japan. There were 
several factors to which this decrease could be 
attributed: (i) uncertainty in the international 
monetary situation deterring importers from enter- 


® Report of the Board of Governors by Committee of Twenty, Out- 
line of Reform, 14 June 1974, para. 36. 
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ing into longer-term debt, especially with Japan 
and the Federal Republic of Germany; (ii) general 
balance of payments constraints in developing coun- 
tries; (iii) slow-down in investment activity in im- 
port-substitution industries; and (iv) increase in the 
role of direct private foreign irvestment in financing 
imports of capital goods. The world-wide high 
interest zates, on the other hand, probably contri- 
buted only a minor factor, since credit suppliers 
often receive concessional finance from their home 
governments to compensate for any loss they might 
suffer in such transactions. 


(b) Policy developments 
(1) Trade and development 


Trade policies are only a part of development 
strategy, although an important one. As strategy 
for development differs among countries in its 
specific requirements and conditions, the trade policy 
for each country should reflect the basic char- 
acteristics of the economy and the approach to 
development. Although it is obvious, it should be 
recalled that trade policies are valid only if they 
serve to strengthen the strategy and to enhance 
a country’s production and adjustment capabilities. 
However, there are other considerations inherent in 
development strategies which tend to make it dif- 
ficult to assess the pros and cons of particulaz 
trade policies. Among such considerations are em- 
ployment creation, income distribution, social and 
political effects of two major trade policies, export 
expansion and import substitution. It is apparent 
that the weighing of and the trade-offs among 
such considerations rest with each individual country, 
but these questions are now receiving general recon- 
sideration. 


In the 1960s, the historical pattern of export- 
oriented development was not considered feasible for 
developing countries because of the dominant posi- 
tion of developed countries in world markets, in 
particular regard to manufactures. Instead, the 
main emphasis was placed on domestic market- 
oriented development requiring a series of import- 
substitution policy measures. While this approach 
did contribute to industrialization and is still pur- 


sued, its limitations have become clearer recently. 


in many, particularly the smaller, ESCAP deve- 
loping countries. There are several reasons for this: 
first, countries have often tended to establish im- 
port-substitution industries without paying due con- 
sideration to such industries’ economic viability in 
terms of production efficiency and comparative 
advantage. The limited size of the domestic market 
has dictated. factories too small to gain economies 
of scale, with consequent high-cost production. 
Second, inter-industry linkage effects were often 


neglected, resulting in bottlenecks. Third, tariff 
concessions on imports of industrial raw materials 
and intermediate goods tended to encourage the 
establishment of assembly-plant type industries 
without regard to the main sector of the economy, 
i.e. the primary sector. The import content of 
industrial output was usually very high and was 
not easily reduced on account of the low level 
of domestic technology. Thus, the domestic value- 
added was kept low. This increased the import 
bill to such an extent that the foreign exchange 
saved by not importing final goods did not help 
solve balance of payments difficulties. A fifth reason 
was the high level of protection needed by the new 
industries, causing a general loss to the national 
economy. Sixth, employment creation effects were 
minimal, contributing little towards solving the un- 
employment and underemployment problems so 
dominant in many ESCAP developing countries. 
And finally, the often over-valued exchange rate 
penalized the export earnings of primary commodities 
while favouring the import of capital goods and 
raw materials. At the same time, partiality found 
in tariff structures sometimes made agricultural in- 
puts costly, reducing countries’ competitivencss in 
the export of agricultural products in both raw and 
processed forms. 


The limitations of import substitution were 
particularly apparent when the domestic market on 
which it solely relied failed to grow. The slow 
growth of the domestic market was partly caused 
by the sluggish performance of the agricultural sector 
and skewed income distribution which failed to 
increase the purchasing power of the mass of the 
people in most ESCAP developing countries. 


It has become increasingly recognized, as a 
result of the limited performance of the import- 
substitution approach in some countries, that indus- 
tralization is costly when it depends exclusively on 
the domestic market, especially if the latter is 
small and not expanding rapidly. The alternative 
lies in taking advantage of international division of 
labour by promoting those industries which have 
a potential comparative advantage in the interna- 
tional market. However, at present, few manufac- 
turing industries in ESCAP developing countries 
have such a comparative advantage without govern- 
ment protection and promotion. The “infant indus- 
try” should be protected and promoted only under 
specific conditions, some of which are concerned 
with the future and thus difficult to identify. Above 
all, the industry concerned should be able to attain 
international competitiveness and become a foreign 
exchange earner within a certain time horizon. If 
protection and promotion measures are employed to 
generate “infant industry” exports, it is all the more 
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necessary to evaluate the total effects of various poli- 
cies on a commodity-by-commodity basis, and to 
examine the degree of distortion caused in resource 
allocation and the effect on net foreign exchange 
earnings, together with such considerations as in- 
come redistribution, employment creation and other 
social objectives in the over-all development strategy. 


In the developing ESCAP region, the countries’ 
experience with trade-oriented industrialization poli- 
cies differs widely. In Singapore, for example, in- 
dustrialization policy in the recent past has been 
export-oriented. 


As shown in table VIII-1, the increase in 
manufacturing exports from Singapore was very 
high between 1968 and 1971. As the exports of 
manufactures accounted for a large part of total 
exports, the increase in manufactures exports con- 
tributed about two-thirds of the total export in- 
crease during this period. Since a large portion of 
industrial output is exported, the increase in manu- 
facturing exports contributed significantly to the 
increase in industrial output during the years under 
consideration. This trend continued till the end of 
1973. 


Table VIII-1. MANUFACTURING EXPORTS FROM 
SELECTED ESCAP COUNTRIES 
(in percentages) 


Contribu- 
tion of 
Growth rate manufac-  Exports/ 


Country Period of manu- turing export GDP 

facturing  growthto (final year) 
exports total exports 
growth 

India. «SC. SC.:SCO1965-1968 20.0 59.5 4.8 
1968-1970 4.9 54.9 4.4* 

Indonesia . 1965-1969 21.7 19.0 9.0 
Iran. . . «~~. =«21965-1968 10.9 2.6 225° 

1968-1971 17.8 10.9 PAWS 

Malaysia (West) 1965-1968 0.4 8.1 40.8 

1968-1970 13.5 34.1 36.7 

Philippines . 1965-1968 -13.3 26.0 14.6 

1968-1971 10.9 8.8 17.7 

Republic of Korea . 1965-1968 38.3 85.4 13.2 

1968-1971 31.3 88.1 16.3 

Singapore 1968-1971 22.6 60.3 74.2° 

Thailand 1968-1971 10.7 Zi 17.3 


Sources: United Nations and national official statistics. 
a 


> The numerator is the exports of goods alone. 1970 
was taken as the final year for the second period since 
the 1971 data were not available. 

© The numerator is the same as in b. 


The Republic of Korea’s expesience is similar 
to that of Singapore, although its industrial output 
is not as dependent on foreign demand as that 
of Singapore. The proportion of industrial output 
exported, however, was high enough to allow a 
feedback of export performance to industrial pro- 
duction. As can be seen from table VIII-1, 


export growth of manufactures in the Republic of 
Korea remained above 30 per cent between 1965 
and 1971, and increase in manufacturing exports 
accounted for over 80 per cent of total export 
increase. This was the highest contribution among 
the ESCAP developing countries during the same 
period. It could be safely concluded that the 
Republic of Korea’s high industrial growth was 
largely attributable to export expansion. 


It is not of course necessary to have a high 
export increase for industrial output to grow rapidly. 
For example, Malaysia’s manufacturing exports did 
not grow much in the 1960s, although that country 
achieved a relatively high growth rate in industrial 
production. Malaysia’s manufacturing exports con- 
tributed little to total export increase. Iran’s ex- 
perience is similar: its industrial expansion was 
largely due to the expansion of the domestic market 
made possible by increase in income from export 
of petroleum and by protective measures. Malaysia’s 
industrial strategy has become more export-oriented 
in the last few years, however, and the increase in 
exports of manufactures is expected to play an 
important role in industrialization during the coun- 
try’s second five-year plan. 


India’s experience is somewhat unusual. Ex- 
ports of manufactures from India grew at about 
12 per cent per annum between 1965 and 1970, 
and their contribution to total export increase was 
also high. As India’s exports occupy only a 
small share in its manufacturing output, however, 
this export increase had little impact on the rate 
of increase in industrial production. 


The experience of the Philippines may be 
taken as typical for the ESCAP developing coun- 
tries. Exports of manufactures from the Philippines 
grew at a moderate rate, but since their share in 
total exports was small and since the country’s 
major export commodities were primary products, 
the increase in manufacturing exports accounted 
for a very small fraction of total export expan- 
sion. As the share of manufacturing exports in the 
total exports was small, the increase in manufac- 
turing exports had little effect on total foreign 
exchange earnings. 


(2) Unilateral policy measures 


The promotional and restrictive measures that 
have been adopted by ESCAP developing countries 
in their trade policies can be classified into three 
categories: (i) those related to foreign exchange 
contro] On current accounts, (ii) those related to 
export control and promotion, and (iii) those re- 
lated to import control and restrictions. It has 
been noted that the complexity of the above- 
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mentioned measures is most apparent in category 
(ii), followed by categories (iii) and (i). This 
clearly shows the difficulties faced in promoting 
exports. Restrictions on foreign exchange and im- 
ports are, by and large, simpler in nature, although 
complexity has been introduced by some of the 
countries for specific reasons. It is promising, how- 
ever, that complex promotional and restrictive mea- 
sures are being gradually replaced by simpler and 
standard measures, while positive promotional 
measures are being adopted in many of the ESCAP 
developing countries. Some of the typical unilateral 
measures are reviewed here. 


(i) Exchange restrictions 


Since most of the ESCAP developing countries 
are suffering from deficits in their balance of pay- 
ments current accounts, the exchange restrictions 
adopted in the ESCAP developing countries have 
been usually geared to the regulation of foreign 
exchange on current transactions. By this means the 
authority can grasp the maximum foreign exchange 
available and regulate payments only for necessities. 
Typical restrictions include: export proceeds sur- 
render obligations; export registration and/or licen- 
sing (restrictions and prohibitions); import registra- 
tion and/or licensing (restrictions and prohibitions); 
and annual foreign exchange budgeting. 


Export proceeds surrender obligations are en- 
forced in almost all ESCAP developing countries. 
For instance, export licensing is adopted in such 
countries as Fiji, Malaysia, Pakistan, the Philip- 
pines, the Republic of Korea, Thailand and Western 
Samoa. The main commodities affected by the 
licensing include commodities which specific coun- 
tries consider strategic: these are either in short 
supply in domestic markets or subject to interna- 
tional arrangements including bilateral expozt quotas. 
Export licensing in many countries is only for 
the purpose of registration and/or of collection of 
registration fees which are often used directly for 
production and _ export-promotion programmes. 
Import licensing has quite a different meaning. 
Almost all ESCAP developing countries’ imports 
require licences in order to regulate not only the 
amount but sometimes also the sources of imports. 
In addition, licensing fees are charged in such 
countries as Indonesia, Iran and Pakistan. Import 
licensing is often an indispensable part of foreign 
exchange budgeting, through which almost all com- 
mercial imports are controlled in such countries 
as Bangladesh, Burma, India, Nepal, the Republic 
of Viet-Nam,’ Sri Lanka and Western Samoa. 


For a country which suffers from chronic current 
account deficits, a combination of export proceeds 
surrender. obligations for exporters and foreign ex- 


7 Now Republic of South Viet-Nam. 


change budgeting for importers is considered to 
yield the highest degree of control on trade. The 
exchange control generally involves the Ministry of 
Finance, the central bank and authorized banks 
and dealers. In most cases, officers of the above 
institutions are highly trained and competent: it 
should be remembered, however, that regulation of 
actual shipping and trade takes place through 
customs offices and too much reliance on financial 
institutions for control may bring unsatisfactory 
results. The general recent trend in exchange re- 
Strictions is that there has been a relaxation to 
a certain extent, reflecting a favourable trend in 
over-all balance of payments for many of the 
ESCAP developing countries. 


Although it is not directly related to exchange 
restrictions, the practice of multiple exchange rates 
is observed among such countries as Afghanistan, 
Bangladesh, Burma, Indonesia, the Khmer Republic,® 
Laos, Nepal, the Republic of Viet-Nam® and Sri 
Lanka. This is, in fact, a very important aspect 
of both export promotion and import restriction 
in the sense that exporters can be subsidized and 
importers can be taxed through manipulation of 
the rates. It also forms a vital part in trade 
policies in such foreign-aid recipient countries as 
Bangladesh, the Khmer Republic,'° Laos and the 
Republic of Viet-Nam,"! and also in such countries 
as Afghanistan, Bangladesh, Burma, Nepal and 
Sri Lanka which have specific bilateral trade arrange- 
ments, especially with the centrally-planned econ- 
omies. The general trend in the ESCAP region 
is that reforms in the exchange system have been 
carried out in order to unify and simplify the 
structure. This shows, above all, the preference 
of policy-makers not to rely on a complex foreign 
exchange system and to replace the protective and 
promotional elements in the system with other 
specific trade and financial measures. 


(ii) Export promotion measures 


The general characteristics of export promotion 
measures are such that they have a close link 
with industrial development policies, so that they 
tend to be much more specific and detailed in 
nature than the other two categories of measures. 
They are often accompanied by restrictive import 
measures against the final goods and by preferential 
treatment for imports of capital goods and raw 
materials. Typical measures include: export bonus 
(subsidy), preferential importation of raw materials 
and capital goods, concessional export-financing, 
concessional fiscal measures, concessional rates for 
transportation and electricity, bilateral trade agree- 


8 Now Cambodia. 

® Now Republic of South Viet-Nam. 
2° Now Cambodia. 

1 Now Republic of South Viet-Nam. 
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ments, and institutional incentives and aids for ex- 
porters. 


In terms of the variety of these measures 
adopted, such countries as Afghanistan, India and 
the Republic of Korea are the most vigorous. In 
the Republic of Korea, for example, almost all 
measures mentioned above are pursued, with duty- 
free importation of raw materials and concessional 
fiscal and financial arrangements at the head of 
the list. It is an interesting contrast that Hong 
Kong and Singapore, successful in export promotion, 
have virtually no promotion or restrictive measures. 
The fairly recent approach of free-trade areas and 
duty-free processing zones may have stemmed from 
the experiences of these two countries, and a 
number of countries including Malaysia and the 
Republic of Korea have already launched com- 
prehensive projects along this line. It is an open 
question, however, whether the entrepét or export- 
zone processing type of promotion can play the 
more important role in over-all development in view 
of its limited link with other sectors of an economy, 
especially the primary sector. 


The general trend in export promotion mea- 


sures is expressed comprehensively in the export- 


expansion programme adopted by the Republic of 
Viet-Nam?? in 1973, viz.: (i) exports should not 
rely excessively on imports of raw materials (rather, 
the use of domestic raw materials should be given 
priority and increased productivity in the primary 
sector should be promoted); (ii) comparative advan- 
tage should be strongly adhered to in order to 
compete efficiently in the world market without 
excessive promotion measures, and (iii) exports of 
labour-intensive light-manufactures and semi-manu- 
factures should be promoted in order to meet 
job-creation objectives. In short, the advantage of 
export-promotion measures which tend to encourage 
domestic value-added is being recognized. An 
operational example of this can be found in the 
shift of measures in the Republic of Korea. 


Many of the ESCAP developing countries have 
lists of commodities which are prohibited from 
being exported, at least occasionally, as supply 
conditions require. Apart from gold with its own 
implications, the prohibition lists consist mostly 
of such vital commodities for development as iron 
and steel, non-ferrous metal scrap and certain 
foodstuffs. Other commodities are not totally ban- 
ned, but their export requires specific licences. This 
situation reflects the pressure on domestic supplies 
brought about by rapid rises in overseas demand 
and in international prices. As regards vital food- 
stuffs, the need to retain supplies for the domestic 
market, with satisfactorily low prices, forced Thai- 
land to ban exports of rice in 1973 and the 
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Philippines to control its coconut product exports. 
This sort of export banning, however useful in 
insulating domestic consumers from the ravaging 
international markets, could be a short-run blow 
to the expansion of international trade and the 
efficient use of resources. However, under given 
circumstances, it seems a necessary measure to 
protect the poorer sections of the population in 
particular, 


As noted earlier, some export promotion mea- 
sures are Closely associated with industrial deve- 
lopment policies. In this connexion, various finan- 
cial and fiscal incentives for foreign capital (pri- 
marily private equity investments) introduced in 
many ESCAP developing countries deserve special 
attention. Although they are more concerned with 
the capital account than the current account. on 
which the present discussion is focused, they con- 
stitute an important portion of foreign commercial 
policies of many ESCAP developing countries, 
notably Afghanistan, Iran, Nepal, the Philippines, 
the Republic of Korea, the Republic of Viet-Nam,1* 
Sri Lanka, Thailand and Western Samoa. Typical 
incentives include: free or easier repatriation of 
capital and/or profits, income tax exemption, tax 
exemption on dividends, investment guarantee against 
nationalization and duty-free importation of capital 
goods and/or raw materials. Such incentives are 
provided for industries which are approved for 
this purpose by boards of investment in accordance 
with laws and criteria concerning foreign invest- 
ment inducement. In addition, some countries offer 
special incentives for exporting and/or avoiding 
imports by using domestic resources. Along with 
these promotion measures, a number of countries, 
including the Philippines, the Republic of Korea 
and Thailand, have recently introduced provisions 
to place upper limits on foreign shares in joint 
ventures. These examples reflect a general shift 
towards more selective and restrictive policies for 
foreign private direct investment. 


With respect to capital outflows, most of the 
ESCAP developing countries impose firm restrictive 
measures on outward remittances, including those 
for investment purposes. Japan, on the other hand, 
abolished the $US1 million ceiling hitherto imposed 
on direct investment abroad. This occurred in July 
1971, and the liberalization of investment abroad 
by Japanese companies has had a significant impact 
on the inflow of private direct foreign investment 
in many ESCAP developing countries. 


(iii) Import restrictions 


It is generally observed that imports by ESCAP 
developing countries have come under rigid con- 
trol, both in size and structure. There are three 


13 Now Republic of South Viet-Nam. 
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relevant factors attached to these import restric- 
tions. In such countries as Burma, India, Nepal, 
the Republic of Viet-Nam,'* Sri Lanka and Western 
Samoa, deficits on current account are such that 
imports must be regulated and strictly controlled 
to ration international reserves. In many countries, 
such as Afghanistan, Bangladesh, Burma, the Khmer 
Republic,!® India, Nepal, Pakistan and the Republic 
of Viet-Nam,'® bilateral trade and aid arrangements 
have introduced a dualistic structure in trade, 
especially where imports are earmarked in the 
respective arrangements. In other countries, viz. 
India, the Republic of Korea and Singapore, the 
import requirements for development and export 
promotion were so significant that any change in 
imports either in quantitative or structural terms 
would have had an adverse effect on fulfilling their 
development targets. 


Typical measures adopted to control and 
restrict imports among the ESCAP developing coun- 
tries include: import licensing, foreign exchange bud- 
geting, import prohibition, quotas, import taxes and 
surcharges, tariffs including preferential tariffs, ad- 
vance import deposits obligations, and state importa- 
tion. Import restrictions are usually financial in 
nature, the exception being the total prohibition 
approach. In other words, when foreign exchange 
is not available neither are imports. Many ESCAP 
developing countries have adopted import taxes 
and surcharges on top of regular tariffs. The main 
reason for this procedure is the revenue considera- 
tion, but it was introduced in such countries as 
Pakistan and the Republic of Korea mainly in 
order to prevent importers from enjoying windfall 
gains from exchange rate changes. 


Tariff rates in ESCAP developing countries are 
generally high. Changes in tariff structures have 
been less uniform: certain countries have reduced 
and liberalized many tariff restrictions while others 
have strengthened them. Such variety also exists 
within individual countries. Similarly, with respect 
to licensing structures, some countries have increased 
the number of commodities to be given free 
licences whereas others have put more items in 
restricted categories. The main reason behind this 
reshuffle is the change in domestic demand and 
supply conditions of the particular commodities. 
Usually, however, raw materials and capital goods 
used in export-oriented industries are being shifted 
to the category with lowest restrictions. 


(3) International arrangements 


Imports from the Commonwealth countries are 
subject to preferential tariffs in such countries as 


14 Now Republic of South Viet-Nam. 
15 Now Cambodia. 
16 Now Republic of South Viet-Nam. 


Fiji, India, Pakistan, Singapore and Western Samoa, 
although the entry of the United Kingdom into 
the European Economic Community (EEC) has 
caused this procedure to be renegotiated. There 
has been some recent discussion on creating pre- 
ferential zones in parts of the ESCAP region, e.g. 
in the ASEAN countries of southeast Asia and 
among the countries in the Pacific area, but there 
seems to be no early prospect of action being 
taken on this matter. An attempt to create such 
links between two ESCAP countries, Iran and 
Pakistan, and Turkey in the Regional Co-operation 
for Development (RCD) was actually formalized, 
but the achievements of RCD so far have been 
limited. 


While national measures for trade promotion 
and control have direct effects on the economies 
concerned, their formulation and implementation 
is closely interrelated with, and influenced by 
negotiations in various international forums as well 
as by bilateral arrangements with the respective 
trading partners. The bargaining power of deve- 
loping countries in trade negotiations is and can 
be further strengthened by mutual co-operation 
resulting in common stands and collective actions. 
In practical terms, the following international 
forums and types of negotiations are important to 
ESCAP developing countries: (i) collective negotia- 
tions with both developed market and centrally- 
planned economies through such international or- 
ganizations as GATT, UNCTAD and ESCAP; (ii) 
bilateral trade arrangements, mainly with centrally- 
planned economies; and (iii) collective negotiations 
with importing countries through such international 
commodity communities as the Association of 
Natural Rubber Producing Countries (ANRPC), 
the International Tin Council and the Asian Coco- 
nut Community. Some of the important develop- 
ments and problenis relating to each of these types 
of forum are discussed here. 


(i) International organizations 


The International Development Strategy envis- 
aged the early implementation and further improve- 
ment of the generalized system of preferences 
(GSP) as the major instrument for the expansion 
and diversification of the exports of manufactures 
from developing countries. In 1971 and 1972, the 
EEC countries and ten other developed market 
economies, including Japan and New Zealand, im- 
plemented their respective GSP schemes. Australia 
has been applying a tariff preference system for 
selected manufactures, semi-manufactures and handi- 
crafts since 1966. Several centrally-planned econ- 
omies have also implemented their respective GSP 
schemes or reaffirmed already existing preferential 
treatment of imports from developing countries. 
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It is well known that preferential treatment 
schemes under GSP are geared primarily to manu- 
factures and semi-manufactures (BTN chapters 25-99 
covering industrial products) and are of only mar- 
ginal relevance to primary commodities, with the 
exception of selected agricultural and fishery pro- 
ducts. However, it should be noted that the scope of 
schemes actually implemented has been narrowed by 
exclusion of a number of items covered by BIN 
chapters 25-99. The EEC scheme excludes all in- 
dustrial raw materials, while such important items as 
textiles are also excluded from the beneficiary list of 
almost all preference-giving countries. In addition, 
the frequent inclusion of ceilings and other escape 
clauses into the GSP schemes lessens their poten- 
tial impact on expansion of developing countries’ 
exports. While it is too early to assess the 
effect in quantitative terms, it should be pointed 
out that, at this stage, GSP faces a severe chal- 
lenge from far-reaching and important developments 
towards increased liberalization of trade among 
developed market economies. Reduction or elimina- 
tion of tariffs among the developed countries will 
reduce the margin of preferential treatment accorded 
to developing countries under GSP, and such re- 
duction should be guarded against in the forth- 
coming multilateral trade negotiations. 


In the ESCAP region, the Trade Negotiaticn 
Group was set up for a practical reduction of 
tariff and non-tariff barriers among participants. 
At its fourth session, the Group conducted 68 
bilateral negotiations in which exchange of specific 
request lists and meaningful offers of tariff reduc- 
tions were made on specific commodities. The 
practical impact of the Group is yet to be evaluated. 
However, it represents an important initiative for 
the expansion of intraregional trade, and efforts 
should be intensified in such vital commodities as 
food, raw materials and fertilizers. 


Another positive development in the regional 
context was Nepal’s joining the Asian Clearing 
Union (ACU) in 1974, through which ACU was 
finally brought to the operational stage. The trade 
expansion effects of ACU at its present scale, 
through utilizing regional currencies, may be mini- 
mal. It is hoped, therefore, that ACU will attract 
wider participation. 


(ii) Bilateral trade arrangements 


Bilateral trade arrangements form an important 
part in trade policies of many of the ESCAP de- 
veloping countries, especially in their relations with 
centrally-planned economies. In such ESCAP de- 
veloping countries as Afghanistan, Bangladesh, Bur- 
ma, India, Iran, Nepal, Pakistan, Singapore and 
Sri Lanka, bilateral trade arrangements cover a 
substantial part of total trade. Some of these coun- 
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tries have specific bilateral payment agreements as 
well. Since trade through bilateral arrangements 
involves specific organizations and institutions, ad- 
ministrative efficiency in both planning and imple- 
mentation is the crucial factor for mutual benefit 
to be gained. In India, for example, the State 
Trading Corporation’s reinforced agencies and sub- 
sidiaries have successfully increased their role in 
trade, especially imports, through bilateral trade 
and payments arrangements. Meanwhile, Afghani- 
stan, Singapore and Sri Lanka have also promoted 
the institutional framework for bilateral trade. 


It is promising to note that, at the third 
session of UNCTAD," the socialist countries of 
eastern Europe re-emphasized in their Declaration 
that one of the major aims of their international 
policy continued to be assistance and support for 
the developing countries in building up _ their 
national economies. The member countries of the 
Council for Mutual Economic Assistance (CMEA) 
collectively emphasized the special importance that 
CMEA attached to extending further trade, econ- 
omic, scientific and technical co-operation with 
developing countries and outlined the possibilities 
of participation by developing countries in the 
activities of CMEA.1® The concrete forms of parti- 
cipation which could lead to increased multilat- 
eralism in trade relations will have to be worked 
out. However, trade arrangements which were de- 
veloped in recent years on a bilateral basis have 
shown a growing awareness of new possibilities 
offered in a longer time horizion, taking into due 
consideration the long-term objectives of the existing 
development plans of the trading partners. 


Recently, bilateral trade arrangements have also 
been increasingly used for the expansion of trade 
between ESCAP developing countries and oil-export- 
ing developing countries, both within and outside 
the ESCAP region, with positive results. 


(iii) Commodity communities 


It is too early to assess the practical impact 
of the commodity communities. These are still in 
their initial stages, with the exception of the 
Asian Coconut Community and ANRPC, which have 
extended co-operation in recent years. Since de- 
tailed discussion on commodity communities are 
found earlier in chapter V, only problems parti- 
cularly relevant to trade policies are discussed here. 
They include both problems related to the nature 
of the producers’ associations and those related to 
the selection of commodities. 


1T UNCTAD, The Second United Nations Development Decade, 
Trend and Policies in the First Two Years, 1974. 

18 CMEA Secretariat, Comprehensive Programme for the further 
Extension and Improvement of Co-operation and Development of 
Socialist Economic Integration by the CMEA Member Countries, 1971. 
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The commodity communities, endorsed by 
ESCAP, are one form of regional economic co- 
operation towards plan harmonization on a com- 
modity-by-commodity basis. Since this approach 
is focused primarily on the interests of producers 
and exporters, efforts so far have featured the 
exchange of information on modernization of pro- 
duction, processing and marketing. Unfortunately, 
these efforts have not been reinforced by adequate 
financial support, and even the formulation of pro- 
jects to deal with common problem is dependent 
on external technical and financial assistance. The 
modesty of the achievement shows, inter alia, the 
practical difficulties in implementing producers’ 
associations, but this is not surprising considering 
the wide disparities in scale of production and in 
technological “know-how” among participants. Al- 
though larger and more advanced members could 
benefit themselves by pushing forward the interests 
of the smaller and less advanced members in 
negotiation with importers, a member’s ties with 
other members may be weaker than its economic 
and political ties with an importer, who does not 
participate. It may be necessary to reconsider the 
orientation of these associations and to introduce 
more flexibility and relevance into the existing situa- 
tion in order to promote export expansion. 


The commodity communities, whether existing 
or proposed, are all concerned with primary com- 
modities which have close substitutes in other pri- 
mary commodities or synthetics. This tends to 
limit substantially the bargaining power of a 
particular commodity community. Coconut oil pro- 
duction, for example, ‘is highly concentrated in 
Asia, but technological innovation makes it possible 
to substitute almost all vegetable and animal oils 
and fats for each other, and the extent of such 
substitution depends mainly on price considerations. 
It is also necessary, therefore, to be flexible in 
the selection of commodities for securing maximum 
bargaining power and trade promotion. If the com- 
modities concerned involve producers from other 
regions, interregional co-operation should also be 
sought and promoted. 


(c) Major trade issues and problems 


International trade problems which have deve- 
loped in recent years for ESCAP developing coun- 
tries can be summarized as: (i) problems related 
to increased trade dependence on developed mar- 
ket economies which has been made more serious 
by the world-wide inflation and highlighted by the 
recent increase in petroleum prices; (ii) problems 
related to import substitution; and (iii) problems 
related to export promotion. 


(1) Increased trade dependence 


In general, the trade dependence of the ESCAP 
developing countries on the developed market 
economies has greatly increased in recent years. 
This has made the growth performance of regional 
countries increasingly vulnerable to fluctuations in 
growth in developed market economies. For some 
ESCAP developing countries, not only trade depen- 
dense but also geographic concentration has in- 
creased, tending to aggravate their vulnerability to 
external circumstances. 


The increasing economic ties of some of the 
ESCAP developing countries with the United States 
and/or Japan, especially through private direct in- 
vestment, have increased the economic influence of 
these two powerful countries to such an extent that 
economic nationalism has gained support in reaction 
to this trend. Most of the arguments used relate 
to characteristics not uniquely associated with 
multinational corporations, but to phenomena com- 
mon in interdependent market economies. 


Moreover, the extent of this foreign influence 
has been widened by the weak administrative power 
of host developing countries. One relevant point to 
be made here regarding direct foreign private 
investment is that it has taken an active and 
positive role in both import-substitution and export- 
promotion. Rather than simply being railed against, 
it should be effectively controlled and utilized so 
that its nature and operations are consistent with 
the over-all development needs of the host countries. 
Specific and able country teams consisting of financial 
and monetary policy, commercial and legal special- 
ists could be formed to review the operations of 
multinational corporations and maintain a close 
watch on policy implementation. 


The closer economic relations of the ESCAP de- 
veloping countries with developed market economies 
have also facilitated the entry of imported inflation. 
Inflation in developing countries is also caused by 
domestic crop failures and increased use of deficit 
financing by their Governments. However, price 
rises of imports have boosted the sharply increasing 
price levels in these countries. The price trend of 
imports of developing countries from developed 
market economies had shown a moderate increase 
until 1971, but it soared thereafter, reflecting in- 
flation in the source countries. The price increase 
in petroleum since 1973, followed by price increases 
in other oil-based products, contributed considerably 
to the higher cost of imports of most of the 
ESCAP developing countries. This affected not 
only urban populations which tend to enjoy more 
of the imported goods, but also rural populations 
through increased prices of agricultural inputs. The 
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availability of chemical fertilizers and protective 
chemicals has been seriously curtailed, and this 
could cause the situation to deteriorate further by 
restraining agricultural production. 


Inflation affects developing countries adversely, 
particularly their export performance and_ their 
over-all economic growth, because of resulting 
reductions in imports. Only in the developing coun- 
tries which have resource-oriented exports have 
export prices increased in the early years of the 
Second Development Decade in the face of infla- 
tion in developed market economies. Even this 
has been a short-term phenomenon, and developing 
countries are now concerned about the effect on 
their trade of the slow-down of activity in developed 
market economies. 


(2) Limits to import substitution 


This question has already been discussed in 
general terms, and it was pointed out above that 
the limitation to this process was generally due 
to production inefficiency and, more importantly, 
to néglect of measures to promote domestic market 
development in small countries. The task now is 
to overcome these constraints. The small size of 
domestic markets can be changed not only by 
general growth but also by more equitable income 
distribution. There is often a close relationship in 
developing countries between rural prosperity and 
industrial expansion. In this connexion, it is in- 
teresting to note the example of Thailand. When 
the price of rice is high, sales of such commodities 
as dry batteries, toilet goods, small electric ap- 
pliances and small motorcycles expand rapidly and 
vice versa, 


With a slow growth rate of aggregate domestic 
demand, it becomes most important to increase 
exports. For this purpose, import-substitution policy 
needs an over-all review and examination so that 
only those industries which have or expect to have 
a large domestic market or which can become 
competitive in international markets are selected 
for promotion. The deterioration in the balance 
of payments caused by large imports of compo- 
nents and raw materials could be reversed through 
the .careful selection of industries which possess 
comparative advantage and/or higher domestic 
value-added. Developing countries, depending on 
their size and natural resource endowment, need to 
pursue a judicious combination of policies for both 
import substitution and export promotion. For 
successful entrance of initially domestic-oriented 
industries into export trade, the trade barriers 
applied by developed market economies need to 
be reduced or eliminated. More basically, indus- 
trial adjustments in developed economies are neces- 
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sary to reduce production of goods in which the 
ESCAP developing countries have a comparative 
advantage. Without positive help from developed 
economies, the efforts of the ESCAP developing 
countries in industrialization and export promotion 
can hardly be successful. 


(3) Export promotion 


Export promotion by east Asian countries has 
not been free of problems. The Republic of Korea 
employs various protective and promotional mea- 
sures which have caused some doubt regarding the 
net gain from export promotion, especially since 
the whole scheme has been heavily dependent on 
foreign capital and imported inputs. Hong Kong 
and Singapore suffer less from adverse effects, 
arising from foreign participation. On the other 
hand, the future market prospects for the light- 
manufactures and semi-manufactures, on which they 
concentrate, are not very encouraging and already 
they are trying to shift the emphasis to heavy 
industry. 


Export-promotion measures could cause dis- 
tortions in both resource allocation and income 
distribution. In fact, export-promotion measures 
should be pursued in such a way that whatever 
distortions they bring into resource allocation and 
income distribution would promote dynamic in- 
creases in productivity in the export industries 
concerned and in the national economy as a whole. 
It is the role of other policies to complement 
trade policies in order to minimize the adverse 
effects of these measures, especially in those indus- 
tries which are left out of promotion schemes. In 
the Republic of Korea, for example, it has been 
recognized that income distribution favouring the 
export-oriented industrial sector as against the agri- 
cultural sector had aggravated urban congestion 
and caused performance in agricultural production 
to lag behind. The “New Village Movement’, 
launched to mitigate such harmful effects, has been 
successful in improving the lot of the rural popula- 
tion who were previously neglected. As well as 
producing distortion, such promotion measures as 
subsidies and concessional export-financing have an 
inflationary impact on an economy. Moreover, 
reductions in duties and taxes lower total govern- 
ment revenue, so that this revenue has to be sup- 
plemented by increasing tax receipts from other 
sectors or by borrowing, either of which actions 
may aggravate income distribution problems. 


Except for a few primary commodities, there 
has been an apparent lack of export-promotion 
schemes in the resource-oriented export countries. 
Tariff structures are basically designed for revenue 
and protective purposes and need to be reorganized 
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if they are to serve promotion goals, especially in 
export industries. Expertise in building up promo- 
tion measures, including those involving institutional 
reforms, is yet to be developed. 


This is particularly important for such coun- 
tries as Indonesia, Malaysia and Thailand which 
are now encouraging export-oriented industrializa- 
tion. Not only have they to compete with developed 
countries but also, and even more closely, with such 
developing countries and territories as Hong Kong, 
the Republic of Korea and Singapore which made 
an earlier start with industrialization and have been 
successful in exporting industrial products in the 
last few years. In some cases it may be advant- 
ageous for some countries to co-operate with multi- 
national corporations in industrial development for 
export, although the encouragement of private foreign 
investment raises many socio-economic problems for 
developing countries. 


Industries in developing countries may need 
assistance in marketing research and promotion in 
developed countries. They must also be sufficiently 
sensitive and flexible in their production processes 
to identify and adapt to rapidly-changing consumer 
tastes in developed countries. In addition, they 
may need assistance in making known their ability 
to produce components for industries in developed 
countries, where this can be done separately, with 
labour-intensive methods. 


The Government can play a useful role in 
promoting the exports of manufactures, as can be 
seen in many ESCAP developing countries. For 
example, it can set up export-processing zones. It 
can establish an export bank to handle export 
financing. It can participate in international trade 
fairs and exhibitions in order to make the pro- 
ducts of the country more widely known. It can 
improve the network of commercial information by 
strengthening the commercial sections of its em- 
bassies in various countries. It can assist private 
firms in market surveys and product design. It can 
simplify export and import procedures, and it can 
improve port facilities. 


On the part of importing countries, it is neces- 
sary to reduce trade harriers. In general, developing 
countries rely heavily on high-tariff walls as im- 
port barriers while the developed market economies 
employ more quantitative restrictions and other non- 
tariff barriers. Within the ESCAP region, however, 
Japan and Australia still have tariff barriers which 
in varying degree discriminate against the export of 
processed raw materials by developing countries. 


The textile and other labour-intensive industries 
provide many examples of quantitative restrictions 


on imports by developed market economies. The 
voluntary restrictions on textile exports from Japan 
and the Republic of Korea to the United States 
demonstrate the difficulties faced in bringing about 
the removal of protection for domestic textile indus- 
tries. Other products subject to restrictions include 
canned fruit in some of the EEC countries and 
labour-intensive manufactures, such as footwear, 
tableware and cutlery, and electric parts. However, 
most items sudject to heavy quantitative restrictions 
in developed market economies fall under SITC 
section 6, the resource-oriented manufactured com- 
modities in which southeast Asian countries tend to 
have comparative advantage. 


(d) Suggested measures for export promotion 


It has been observed that those countries 
which have expanded their exports rapidly have 
achieved higher growth rates. Reflecting this ex- 
perience, the industrialization policy of other ESCAP 
developing countries is oriented towards export 
promotion, along with import substitution. While 
this revised orientation may be well-justified, new 
adjustments are necessary for its successful imple- 
mentation on a regional or subregional scale. One 
such adjustment involves further reduction of trade 
barriers by developed market economies and pre- 
ferential treatment in centrally-planned economies. 
Trade negotiations through GATT have not achieved 
substantial success in terms of commodities in 
which the ESCAP developing countries tend to 
specialize, and GSP weakened by the “safeguards”, 
needs to be improved. Negotiations between EEC 
and the ASEAN group are still in progress and 
should be expanded. Among the ESCAP developing 
countries as a whole, the Trade Negotiation Group 
has launched a promising series of practical 
negotiations to reduce tariffs and other barriers. 
This approach should be further promoted, con- 
sidering the high trade barriers which persist be- 
tween them. ACU should induce further export 
expansion among ESCAP developing countries 
through the use of regional currencies for intra- 
regional transactions. 


It is important to remember that reciprocity is 
the key element for successful implementation of 
trade promotion among ESCAP developing coun- 
tries. For import-substitution for goods from de- 
veloped market economies, it is necessary to consider 
only the merit of domestic production increases and 
foreign exchange savings, but, for trade promotion 
among the ESCAP developing countries, the merits 
of import-substitution on a regional scale depend on > 
trade transfer effects being distributed as evenly as 
possible to justify the co-operation. As sizes and 
degrees of industrialization differ widely among the 
ESCAP developing countries, the fully regional ap- 
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proach is probably less practicable for securing 
the vital reciprocity than subregional approach. It 
is of particular importance that any subregional 
project should be realistic since difficulties stemming 
from an “ideal” but unrealistic approach would 
surely jeopardize the sincere efforts for co-operation 
now growing among some ESCAP developing 
countries. 


If negotiations on the reduction of tariff and 
non-tariff barriers could create or expand trade for 
some participating countries but not for others, 
further adjustments will be necessary in order to 
protect those countries reducing their barriers from 
production cut-backs. The trade-creation effects of 
trade liberalization should of course be encouraged, 
but this is likely to occur only in the long term 
in view of the high priority that industrialization 
occupies in the current development plans of ESCAP 
developing countries. 


Another adjustment, which is more important 
and difficult to induce, concerns structural changes 
in the industries of developed market economies 
to favour the expansion of export-oriented indus- 
tries in the ESCAP developing countries. Without 


such structural changes, the expansion of industrial 
exports from ESCAP developing countries will be 
seriously limited. These changes involve difficult 
political issues, but regional organizations such as 
ESCAP could play a positive role by providing a- 
forum for collective negotiation. 


Another approach would be to find and de- 
velop new markets. To this end, all ESCAP 
developing countries should make vigorous efforts 
to capture the growing new markets in the newly 
affluent oil-exporting countries. ESCAP developing 
countries, either bilaterally or multilaterally, might 
also formulate bankable projects, which may need 
high inputs of energy and petroleum products, as 
petroleum-exporting countries might be persuaded to 
provide those inputs on a concessional basis.- Simi- 
larly, export-oriented joint ventures with investors 
participating from the petroleum-exporting countries 
should be promoted. The potential benefits from 
such intensified trade and financial ties with the 
petroleum-exporting countries are threefold: a reduc- 
tion of trade and financial dependence on the 
developed market economies, the expansion of ex- 
ports, and an increase in imports of needed 
capital and petroleum. 
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Chapter IX 


SPECIAL PROBLEMS OF THE LAND-LOCKED COUNTRIES OF ASIA 
AND THE DEVELOPING ISLANDS OF THE PACIFIC 


(a) Introduction 


Within the international community and parti- 
cularly within ESCAP, two groups of countries 
have, in recent years, been identified as needing 
special study and assistance. These are the land- 
locked countries of the Asian mainland and the 
developing islands of the Pacific. Both groups 
face special problems because of their geographical 
situations, in addition to the more common impedi- 
ments to development which other developing coun- 
tries are striving to overcome. In this paper, the 
next section (b) reviews the special problems which 
these countries face, the third section (c) examines 
their performance and that of their aid donors 
since the beginning of the Second Development 
Decade, and the final section (d) makes recom- 
mendations on how to overcome the special 
disabilities arising from their geographical situations. 


The particular disadvantages of both the least- 
developed of the developing countries and the land- 
locked countries were recognized in the United 
Nations Strategy for the Second Development De- 
cade and special measures were called for.1 In 
Asia and the Pacific, five countries are considered 
to be members of the group of hard-core least- 
developed: four are land-locked countries (Afghani- 
stan, Bhutan, Laos, Nepal) and one is an island 
country (Western Samoa). 


Since 1970, special action programmes have 
been proposed for these countries by UNCTAD? 
and supported by the General Assembly,? culmina- 
ting in 1974 in the United Nations Declaration 
on the Establishment of a New International Econ- 
omic Order and Programme of Action.* In that 
Declaration, the developing islands were also identi- 
fied as needing special assistance. At the regional 
level, the international community has, through 
ESCAP, been continuously concerned with the pro- 
blems of the least-developed and land-locked coun- 
tries of Asia and recently also with the developing 
islands of the Pacific.® 


*“An International Development Strategy for the Second United 
Nations Development Decade”, General Assembly resolution 2626 
(XXV), 1970, paras. 56-59. 


? UNCTAD, resolution 62 and 63 (III). 

3 General Assembly resolution 2626 (XXV). 

“General Assembly resolutions 3201 (S-VI) and 3202 (S-VI). 

5 ESCAP resolutions 107 (KXVI), 114 (XXVII) and 124 (XXVIII). 


(b) The special problems of the land-locked 
countries and developing islands 


The major special problems of land-locked 
countries and developing islands reflect the areas 
in which their needs are greatest and in which 
progress could have beenexpected had the inter- 
national policy decisions mentioned in the introduc- 
tion been implemented vigorously and more prompt- 
ly. Many of the problems are similar for both 
the groups, owing to their poverty, isolation and 
dependence, but there are sufficient dissimilarities in 
their general level of development to warrant 
separate discussion. Four of the five land-locked 
countries of Asia have been identified as among 
the hard-core least-developed, whereas the average 
income and growth of nominal income in the 
Pacific islands, except for Western Samoa, is high 
enough to keep them from membership in this 


group. 


(1) Land-locked countries 


For a developing country, the significance of 
being land-locked concerns the problems produced 
by its distinctive geographical situation: transport 
costs and facilities and allied activities, and the 
effect that their relations with the transit countries 
have on other matters affecting their development. 
The current levels of economic development affect 
the measures which can be taken to deal with 
such special problems. 


In general, the hard-core least-developed coun- 
tries have certain identifiable characteristics:® 


(a) an extremely low level of labour produc- 
tivity, particularly in agricultural produc- 
tion; 

(b) a shortage of skilled manpower and ad- 
ministrative and management personnel; 


(c) lack of knowledge of their natural re- 
sources; 


(d) a low level of economic infrastructure, 
including a lack of financial organizations; 


® These characteristics were identified and examined in UNCT. ‘AD, 
Report of the Group of Experts on Special Measures in Favour of the 
Least, Developed Among the Developing Countries (TD/B/288), 
December 1969, 
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(e) dependence on a very narrow range of 
primary commodities in their production 
and export structure; and 


(f) lack of an integrated industrial sector. 


These factors, especially with the additional and 
important dimension of being land-locked, make it 
difficult, if not impossible, for the countries to 
benefit fully from measures designed to assist other 
developing countries. This is demonstrated in the 
general economic performance of the land-locked 
countries reviewed below. 


The economic problems of the hard-core least- 
developed countries both arise from and contri- 
bute to two basic structural weaknesses: (a) a 
small domestic market, and (b) inadequate and 
unco-ordinated economic infrastructure, including 
transport (domestic and transit), communications 
facilities, power, and skilled labour.? Small market 
size is a function of per capita and total income 
and table IX-1 gives estimates of the size of the 
domestic markets in the land-locked Asian countries 
compared with other developing countries. As 
market size is also related to the integration of the 
economy, fragmentation caused by the lack of in- 
ternal transport facilities reduces the size of the 
domestic market even further than is suggested by 
income figures alone. These countries, therefore, 
have a built-in obstacle to structural change and 
development: income per capita must rise to a 
higher level than in a large country in order to 
provide a large enough market to realize economies 
of scale. Meanwhile, low income levels hinder the 
building of infrastructure (to integrate the market) 
much more severely than in larger countries. The 
promotion of international trade could extend the 
market, but here again the land-locked countries 
tun up against the obstacle of inadequate or in- 
appropriate infrastructure and high costs. 


The priority need of these countries, therefore, 
is for a massive effort to expand their economic 
infrastructure. Until this is done, other measures 
designed to enlarge their market through the raising 
of income levels or the expansion of trading 
opportunities are likely to prove futile. 


Thus, concentration on the special problems 
arising from their being land-locked (i.e. transporta- 
tion and allied questions) is also concentration on 
one of the most important impediments to their 
development. It follows also that effective assistance 
to these countries will have to be in the form of 


7 For a discussion of the effects of these weaknesses on the develop- 
ment process and policy implications for the international community, 
see J. Ahmad, “The least developed among the developing countries’, 
Journal of World Trade Law, vol. 8, No. 2, March/April 1974. 


unilateral transfers to enable them to become self- 
reliant. Development assistance in the form of 
special trade concessions is largely irrelevant to 
countries that do not yet have the flexibility to 
respond to these concessions by reallocating re- 
sources, 


The land-locked countries of Asia® not only 
have no access to the sea but also are very remote 
from it (see table IX-2). This remoteness is often 
exacerbated by other geographical factors which 
make the construction of internal transport facilities 
and alternative transit routes difficult. Transport 
costs would still be high, therefore, even if unit 
costs per kilometre were reasonable. The same 
problem may exist for inland areas of large coun- 
tries, but, in these cases, there is the possibility 
of the payment of subsidies to the remote regions 
and the averaging of costs for the whole area. 
Transit goods to and from land-locked countries 
often receive lower priority than goods origina- 
ting in interior areas of a transit country both 
in terms of handling and in the development of 
the transport system. They are also subject to more 
restrictions in choice of route and mode of trans- 
port. 


Land-locked countries of Asia are poor, econ- 
omically small, largely subsistence and pre-industrial 
economies (see tables [X-1 and IX-3). And their 
problems are compounded by the fact that most 
of their neighbours are also developing countries 
and, in most areas, their borders are contiguous 
with the poorest regions of their transit neighbours. 
Although a large proportion of their trade is with 
their neighbours, the volume of trade is small. 
They do not benefit from the spin-off resulting from 
close association with countries with a high level 
of industrialization or where tirade has been liberal- 
ized and multinational corporations play a major 
role in development, as in the developed regions 
of the world. 


Apart from ‘heir general development problems, 
the countries incur high land transport costs, there- 
by reducing the competitiveness of their exports and 
increasing the cost of their imports. There are 
many reasons for increased costs. Where rail 
transport is used, it is frequently slow and costly 
because of poor conditions, old units, congestion 
and long delays. Another significant problem is 
the lack of direct links of the land-locked country 
with the sea and the consequent transfer costs of 
moving goods from one mode of transport to 
another. An example of this can be seen in the 


8 This discussion of the problems of land-locked countries leans 
heavily on UNCTAD, Report of the Group of Experts on the Special 
Problems Involved in the Trade and Economic Development of the 
Land-locked Developing Countries (TD/B/308), June 1970. 
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rail-truck transfers in the Thailand-Laos link. 
Similar costs arise if there is a break-of-gauge in 
the rail system even with no change in mode, 
for example, in the Nepal/India situation. 


Moreover, some less overt costs may be con- 
siderabe. The lack of through transport exacerbates 
the probem of maintaining security for goods in tran- 
sit. It provides many more opportunities for pilfer- 
age as well as for damage. A developing transit 
country has few resources that it can spend on main- 
taining the security which it must provide to avoid 
having stolen goods enter its markets without 
meeting tariffs or customs formalities. For the 
land-locked country, the lack of security means 
that insurance costs are high. In many cases there 
is either a seasonal or general imbalance in loads 
with resulting expensive underutilized capacity. 
This occurs in connexion with the seasonal jute 
trade through India from Nepal. There is also 
considerable excess capacity in the return route 
from Laos to Bangkok. These load factors be- 
come important in the pricing of transportation, 
especially when monopoly is involved. (Movement 
of Laotian goods through Thailand is a monopoly 
of the Express Transportation Organization which 
is averse to offering lower rates on the return trip, 
as private truckers have expressed their willingness 
to do). 


Finally, administrative costs are higher in that 
goods may have to pass through an additional 
country’s entrance and exit procedures and meet 
an extra set of trading requirements. The adminis- 
trative requirements of some transit countries are 
exceedingly complex, time-consuming and therefore 
costly. 


Some of the Asian countries are at a disad- 
vantage in not having competitive alternative trans- 
port routes. This may be because the alternative 
routes do not exist or because the political situation 
renders them inoperative. Whatever the reason, the 
lack of alternative routes restricts the choice of the 
land-locked country and reduces competitive pressure 
for the reducvion of freight charges. It also in- 
hibits access to other shipping services and wider 
foreign markets. 


In addition to high transport costs, land-locked 
countries often have poor internal and external 
postal and telecommunications links. This, of 
course, is a result of their general lack of deve- 
lopment and is detrimental to the efficient operation 
of business and trade. 


In summary, absolute costs of transport for 
the imports and exports of Asian land-locked 
countries are high. Estimates of the additional 


costs involved in 1970 are given in table IX-4.° 
UNCTAD also made estimates of transit costs in 
1973. Although rough, these indicate that, for the 
three Asian countries studied, the proportion of 
transit costs to value of trade with non-neighbour 
countries rose between 1970 and 1973 by 3 per 
cent for Afghanistan and by 10 per cent for 
Nepal. 


Another serious group of problems which arises 
for both the land-locked and the transit countries 
is smuggling and diversion of trade. Developing 
countries, and the poorest usually more than the 
others, depend heavily on import and export duties 
for government revenue-and~restrict the importation 
vf luxury goods. The borders of land-locked coun- 
tries are usually open and cannot be policed 
effectively. Smuggling can become profitable and 
widespread. It is very costly to control and can 
give rise to tensions between neighbouring Govern- 
ments. Differences in policies to promote exports, 
in tariff schedules and in regulations regarding 
imports and the holding of hard currency can lead 
to trade diversions. In some cases, a cumbersome 
and complicated administrative system to control 
these effects only adds to the problems of transit 
trade and increases conflict between the countries. 


The net effect of all these factors on the 
position of the exports of land-locked countries 
depends on the elasticities of supply and demand 
for their products. Exports from the Asian group 
are mainly primary commodities for which prices 
are determined in world markets and for which 
returns are therefore lower to the extent of the 
extra transit costs. On the import side, the higher 
transport costs can have two effects. They act as 
a protective barrier for the development of domestic 
industry and they raise import prices and the cost 
of living in the land-locked country. In fact, the 
present low stage of development and the small 
domestic markets seriously limit the possibilities for 
efficient import-substitution in these countries, so 
that, by and large, transit costs simply raise the 
price of imports. Moreover, any deterioration in the 
terms of trade of all developing countries is even 
more serious for the land-locked, and their balance 
of payments problems are exacerbated by the need, 
in many cases, to pay for transit transport in foreign 
currency. 


In addition to these cost-related factors, land- 
locked countries usually have a special relation- 


® These estimates were made by the Economic and Social Council 
for A Study on the Establishment of a Fund in Favour of the Land- 
locked Developing Countries (E/5501), May 1974. The figures in 
this table were regarded by the authors as under-estimates because it 
was not possible to take such indirect costs as costs of delays, losses in 
transit, and inventories into account. 


Chapter IX. Special Problems of the Land-Locked and Developing Island Countries 159 


ship with their transit neighbours. In most cases, 
this involves a degree of dependence which is 
greater than between other neighbouring develop- 
ing countries. This dependence is often the result 
of long-standing historical and political factors. It 
can be both to the benefit and the detriment of 
Jand-locked countries. In Asia, a large proportion 
of the trade of the land-locked countries is with 
their transit neighbours (see table IX-5). The 1971 
Treaty between India and Nepal, for example, 
allows customs-free and unlimited entry to India 
of Nepal’s primary products and manufactured 
goods with at least 90 per cent of Nepalese content. 
In the case of countries bordering India and the 
USSR, most of their foreign aid support comes 
from their neighbours (see table IX-6). On the 
other hand, the land-locked countries have little 
influence over a number of factors important to 
their development, and their interests may be sub- 
ordinated to the national interests of the transit 
countries. In spite of the provisions of agreements, 
they have little effective say in decisions regarding 
transit routes, in the expansion of transport faci- 
lities, in port development or in freight rates 
charged on their goods. 


Non-transport factors important for planned 
development may also be outside the control of the 
land-locked country. For example, the currency of 
the transit country may circulate freely in large 
areas of the land-locked country making it impos- 
sible for the Government to exert any effective 
control over the money supply. This situation 
exists in Laos. A considered policy of tying the 
land-locked economy to its neighbour, as in Nepal 
where the exchange rate is fixed and freely con- 
vertible with Indian currency, means that prices 
in the two countries are closely linked. Recently, 
this has meant that Nepal is importing Indian in- 
flaticn and the distortions in the Indian price 
structure compared with prices on the world market. 
Thus, it makes it difficult for land-locked countries 
to pursue an independent trade-promotion policy. 


It is important here not to overlook the position 
of the developing transit countries. For most of 
them, the transit trade is an additional burden on 
their overloaded and unprofitable transport systems, 
and a further complication at their congested 
ports. The land-locked countries may also involve 
them in a heavy foreign aid burden and some- 
times provide political embarrassment. 


It is necessary to add a warning about the 
additional difficulties facing the land-locked coun- 
tries because of recent world inflation. They are 
especially affected by the present crisis for three 
reasons. First, these countries, being amongst the 
poorest in the region, have the smallest cushion, 


either nationally or at the level of the individual 
citizen, to absorb economic crises. Their income 
levels are already very low, they are heavily de- 
pendent on a limited number of primary com- 
modities for export earnings and they lack economic 
flexibility. Second, they are liable for additional 
transport and related costs compared with countries 
with access to the sea. Transport costs are among 
those most seriously affected by the present crisis 
and most of these costs involve foreign exchange 
outlays. Third, the land-locked countries are de- 
pendent on the transit countries which are struggling 
to deal with the effect of the present economic 
difficulties on their own nationals and cannot there- 
fore give special assistance to relieve the land-locked 
countries’ additional burdens. In fact, the crisis is 
likely to lead, and in some cases has led, to a 
deterioration in the position of the land-locked 
countries vis-a-vis the transit countries. As well as 
these special effects, the land-locked countries are 
sharing with other developing countries the higher 
import cost of essentials relative to export earn- 
ings, increased transport costs, inadequacy and de- 
lay in the provision of financial assistance, etc. 


(2) Developing islands 


At present, eight member or associate member 
countries of ESCAP can be described as develop- 
ing islands. Four of these, the Cook Islands, Fiji, 
Tonga and Western Samoa can be considered as 
forming one group in the South Pacific. Farther 
to the north and west are the Gilbert and Ellice 
Islands, the British Solomon Islands, the ‘Trust 
Territory of the Pacific Islands and Nauru. Papua 
New Guinea is also often included, although its 
large size and more abundant physical resources 
mean that it has less in common with the others 
mentioned. 


These islands have many differences; in phy- 
sical characteristics, in wealth, in political status, 
geographic isolation and population density. How- 
ever, they share many problems, arising from their 
history and geographical situation, which require 
similar solutions. Most of them are small, not 
only in terms of domestic ‘markets — with the 
resulting problems already discussed in relation to 
the land-locked countries (see table IX-7 for esti- 
mates of GNP) — but also in terms of physical 
size. Table IX-7 also shows that, except for 
Papua New Guinea and Fiji, all the countries 
have less than 200,000 inhabitants as well as 
being tiny in area. Small countries are not neces- 
sarily poor, but, if they are developing countries 
and if their smallness is combined with isolation and 
fragmentation, special constraints are imposed on 
their development. 
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In particular, they are likely to possess a nar- 
rower range of national resources, producing both 
less obvious opportunities for development and a 
more specialized economy. As with the land-locked 
countries of Asia, the Pacific islands tend to be 
highly specialized as reflected in the structure of 
their exports (see table IX-8). For many of them, 
one mineral or agricultural commodity predomin- 
ates, for example, Cook Islands — fruit and juices 
50 per cent, Tonga — copra 70 per cent, Fiji — 
sugar 52 per cent and of course Nauru — phosphates 
nearly 100 per cent. This concentration puts them 
in a precarious position both in the face of world 
market changes and in the face of natural disasters, 
such as the effect of hurricane damage and disease 
on banana production in Tonga in the last few 
years. Diversification of exports is therefore import- 
ant for a number of reasons: increased stability, 
increased rates of growth that may be possible with 
a move away from traditional exports, and improved 
terms of trade. However, the costs of diversification 
are made high in small islands by the resource and 
domestic market constraints. 


Small islands are also inclined to be econom- 
ically dependent, with control over economic deci- 
sion lying with non-residents. This problem arises 
first in regard to the geographical concentration of 
trade. This can be seen for some islands, parti- 
cularly the Cook Islands, Nauru and the Gilbert 
and Ellice Islands, in the figures for their main 
trading partners in table IX-8. Almost all the 
islands have been historically linked with a metro- 
politan government and have received shelter for 
their commodities in this market. In return, how- 
ever, tariff systems were designed initially to favour 
the metropolitan country and have been detrimental 
to the growth of other trading relationships. 


Secondly, several small islands are also tied 
into the monetary institutions in a metropolitan 
country, although monetary dependence is gradually 
being reduced. They may use a common currency 
with the metropolitan country, rely on that coun- 
try’s monetary institutions and play a passive role 
when changes in monetary as well as foreign 
exchange policies are rung by the metropolitan 
needs. 


Thirdly, the islands are dependent financially in 
that foreign aid and private capital inflows often 
finance the bulk of domestic capital formation. 
Until a few years ago, aid tended to be received on 
a bilateral basis from the metropolitan country which 
had jurisdiction over an island or in which it 
retained a continuing interest. Examples are New 
Zealand’s aid to the Cook Islands and Western 
Samoa, the United Kingdom’s aid to Fiji, the Bri- 
tish Solomon Islands and the Gilbert and Ellice 


Islands and Australia’s aid to Papua New Guinea. 
This pattern still applies, as can be seen from 
table [X-9, although other sources of aid to the 
region have been added in recent years. These 
include the United Nations system, which has 
become a particularly important source of aid for 
Western Samoa. Foreign aid to the islands under 
review is high in per capita terms and as a 
percentage of imports when compared with all deve- 
loping countries. 


Except for Papua New Guniea, information on 
the flow of private capital is not available. Un- 
doubtedly such flows have been responsible for 
much of the industrializationthat has occurred in 
Fiji and Papua New Guinea, and some of the 
smaller islands are now trying to attract foreign 
enterprise. Japanese investors in particular are 
beginning to respond to the opportunities available. 
However, in such small islands, the role of inter- 
national corporations can be pervasive whether in 
large-scale production of export crops, mineral 
exploitation, as trading partners for the major ex- 
ports, or in newer activities like tourism or pro- 
cessing. 


In recent years the problem of non-indigenous 
control has become a major economic and social 
issue in some islands. It is particularly acute in 
Papua New Guinea and Fiji, where the position 
on the indigenous population is weak and perhaps 
declining. In both, measures have been proposed 
or implemented to favour or support local parti- 
cipation in the economy. This problem is an im- 
portant one and will become more urgent with the 
development of the smaller countries. 


Another problem common to some of the 
islands is population growth and its density, and 
resulting unemployment and manpower problems. 
Of those listed in table IX-7, six had a popula- 
tion growth rate of 2.5 per cent or more between 
1965 and 1971. These rates would be even higher 
for the Cook Islands and Western Samoa were 
it not for the substantial rate of emigration in 
recent years, principally to New Zealand. In some, 
such as the Cook Islands, Western Samoa and 
Nauru, medical services have reached an advanced 
stage, and death rates are now at comparable levels 
with developed countries such as Australia and 
New Zealand. Work is being done on family 
planning programmes in some islands, but their 
effects on the growth rates can be felt only in 
the long term. With the youthful composition of 
the populations, prospects are for continuing high or 
even higher growth rates. Rapid population in- 
crease creates the same problems in all developing 
countries: a heavy burden of social services and 
the need for rapidly rising employment opportuni- 
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ties at a time when domestic savings tend to be 
limited by the demand for consumption by the 
high proportion of dependents. 


Rapid population growth must also be con- 
sidered in relation to land resources (see table 
IX-7). In some of the islands, over-all densities are 
already high, particularly in relation to arable land. 
Where heavily dependent on agriculture, this is 
associated with growing unemployment and under- 
employment. These problems are severe in Fiji, 
Western Samoa and Tonga. 


Small islands often face serious difficulties in 
the provision of a balanced supply of skilled labour. 
Many islands are too small for it to be feasible 
for them to have their own training institutions, 
so that people must be trained overseas. The re- 
turn to them is often unattractive and results in 
the migration of skilled workers to larger coun- 
tries. This problem,-combined with the existence 
of unempioyment, is complex and intractable. There 
is a strong case for regional co-operation in this 
field — with both other small islands and with 
other neighbouring countries. It should be noted, 


_ however, that remittances from overseas residents 


are a very important part of some islands’ foreign 
exchange earnings. 


A problem which the developing islands face 
in common with land-locked countries is the pro- 
vision of cheap and adequate transport. This pro- 
blem exists for the islands at three levels: (c) 
within each island, (b) between islands of the region 
and (c) with their major markets. The distances 
shown in table [X-10 between the constituent islands, 
between island countries and the nearest continent 
give some idea of the magnitude of this problem. 


In the first place, many of the islands are 
highly fragmented, made up of many smaller isiands 
between which transport and communications ser- 
vices are poor. Fiji, for example, is made up of 
844 islands of which 106 are inhabited. The 
Cook group is composed of 15 islands spread over 
850,000 square miles of ocean. This seriously 
raises the cost of the provision of infrastructure 
and the costs of collecton of goods at one 
port for shipment overseas. It also causes delays 
which are expensive in terms of storage and in- 
ventory costs and are especially important in the 
export of perishable goods, such as fresh fruit 
from the Cook Islands to New Zealand. 


Secondly, shipping services between the islands, 
with a few exceptions, are infrequent and irregular. 
According to a surve in 1972,1° all the countries in 


20 United Nations/UNCTAD, South Pacific Regional Transport 
Survey. 


question except Fiji were linked (often on an 
irregular basis) with only one or two of the other 
islands. This lack of shipping admittedly reflects 
the limited volume of products available for intra- 
island trade. but it also poses a formidable hurdle 
to the development of that trade. 


Thirdly, the islands of the Pacific are isolated. 
Seven of the nine under review are over 3,000 km 
from the nearest continent. Many of them are also 
far from the main shipping routes and the large 
world markets. Some have regular shipping links 
with only one area (such as the Gilbert and Ellice 
Island, Tonga and the Cook Islands with Austral- 
asia). This can be a serious handicap to opening 
new trade outlets if traditional ones become 
saturated. This is a likely outcome of present 
policies to expand fruit production in the Cook 
Islands, Tonga and Western Samoa, which now find 
markets in New Zealand. 


According to the United Nations 1972 Transport 
Survey, it is not possible without further study to 
know if charges for sea transport in the region are 
reasonable or not. And the question of freight 
rates cannot be treated in isolation from such factors 
as the quality of the service, the handling at ports, 
and industrial relations. However, it was deter- 
mined that cargo handling at the ports and in the 
ships is the greatest single factor affecting both 
shipping costs and the turn-around time of ships 
in the islands. The greatest scope for reduction in 
costs lies in this sector. 


Most islands of the Pacific region are very 
little known in the countries of the world which 
supply most international tourists, but promotion 
of tourism is very important to islands where 
diversification of exports is difficult. Air fares 
probably constitute the largest item for any would-be 
tourist to distant countries and, except for some 
excursion fare packages, fares to the region from 
distant countries or even from relatively close 
countries like Australia are very high (compared 
with transatlantic fares, for example). Intraregional 
air fares are also high. 


Finally, many of the Pacific islands lie in the 
path of periodic storms that can devastate their 
economies. The whole of a small island can be 
affected, whereas, in a large country, only a rela- 
tively small area will be hit and resources from 
other areas can be called upon for assistance. It 
may take considerable time to restore an agricultural 
industry such as bananas or coconuts after such 
destruction. A number of international agencies as 
well as national governments and voluntary agencies 
have done a great deal in providing relief after 
such disasters, and a number of organizations such 
as the Typhoon Committee and the World Me- 
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teorological Organization are active in studying these 
disasters and in developing early warning systems. 
However, natural diasters remain a serious problem 
to the islands and provision needs to be made to 
cover the resulting economic loss, perhaps on a 
regional basis. 


(c) Performance of land-locked countries and de- 
yeloping islands and the outlook to 1980 


(1) ZLand-locked countries 


Given the world-wide recognition of the special 
problems of these countries and the decisions of 
the international community that special assistance 
should be provided to overcome them, it is dis- 
heartening to view the generally deteriorating posi- 
tion of these countries in the first half of the 
Second Development Decade and their dismal 
outlook for the next five years. 


Not only have Afghanistan, Laos and Nepal? 
been judged to be at the bottom of the scale in 


11 This discussion, of necessity, does not cover the situation in 
Bhutan and Mongolia. Comparable information is unavailable for 
these countries. 


At present, Bhutan is almost cotnpletely supported by India 
which provides about 75 per cent of the annual budget of appro- 
ximately $20 million. Outlays in the third development plan (1971- 
1976) are scheduled at Rs 343 million, of which India will provide 
Rs 330 million in the form of grants. A negligible amount of aid is 
received under the Colombo Plan and, for the first time, UNDP has 
scheduled aid worth $2.5 million for the period 1972-1976. 


Bhutan’s relations with India are governed by the Treaty of 
1949. The present King has plans to develop tourism and resource- 
based industries, which would tend to open the country to the outside 
world. 


Actual figures indicating the growth in the Mongolian economy 
are largely unavailable. The country is a primary producer with 
about 60 per cent of the population engaged in raising livestock. 
This does not include those engaged in agriculture. Recent develop- 
ment plans by stress on improvements in agriculture but are also 
concerned with industrializing as rapidly as possible. The success 
of the development plans depend on USSR assistance. Real income 
for the economy is reported to have risen by an estimated 5.8 per cent 
and 5.3 per cent in 1970 and 1971 respectively, but by only 2.8 per 
cent in 1972 (see Economic Survey of Asia and the Far East, 1972 
and 1973) due to bad weather conditions. An estimated population 
ee of 3.4 per cent cuts per capita growth to a relatively low 

gure. 


Mongolia is dependent on its railway system to carry its foreign 
trade. The main railway across Mongolia, the Ulan Bator Railway, 
was built in two stages, first from the USSR frontier to Ulan Bator 
(completed in 1949), and then from Ulan Bator to China (opened in 
1956). This railway cut the distance between Moscow and Peking 
by about 1,120 km, and transit traffic became an important foreign 
exchange earner for Mongolia. By the mid-1960s, the trade relations 
of China with the Soviet Union and east European countries had fallen 
off and the Ulan Bator-China section of the railway was used to 
barely 10 per cent of its capacity. However, as trafic with China 
fell, trafic with the USSR increased, and by 1972 Mongolian rail 
freight carriage had risen to 5.24 million tons, nearly 50 per cent 

_ higher than during the peak years of USSR-China trade. Mongolia 
is now dependent on the CMEA countries, mainly the USSR, for both 
trade and aid. However, this trade bears the burden of high transit 
costs due to the country’s remoteness from its main markets. The 
reactivation of shorter exit routes could only be to the advantage of 
the country in both reducing transit costs and opening up the Pacific 
area to Mongolian exports. In the meantime, extension and improve- 
ment of the internal railway network is underway, largely to service 
copper and coal mining centres. 


terms of their present level of development, but 
they show rates of growth considerably lower than 
those of other developing countries. In 1970, their 
per capita incomes were less than $US 90 compared 
with over $US 200 for all developing countries. 
Estimates of the growth rates of their total and 
per capita real product during the 1960s was less 
than for all developing countries and, whereas it 
is estimated that these growth rates for all develop- 
ing countries have increased in the 1970s, it is 
likely that in the land-locked countries of Asia they 
have stagnated or declined (see table IX-1).%2 It 
is quite evident that the Asian countries in question 
are falling far behind the over-all target annual rate 
of 3.5 per cent growth in-per capita income and 
6 per cent in aggregate terms for the decade, and 
the gap between these countries and the rest of 
the developing world is widening. 


Afghanistan. The economy of Afghanistan’® is 
primarily agricultural and, in spite of investment 
in irrigation projects, remains very vulnerable to 
extremes in weather conditions. In 1970/71 and 
1971/72, severe droughts seriously affected the 
economy. Over the first three years of this decade, 
per capita income declined, although with the im- 
provement in agricultural production it is expected 
to have increased in 1973/74. 


In spite of 17 years of development planning 
and large investment in development projects, 
Afghanistan’s efforts have met with little success. 
External resources have been very important for 
financing development expenditure, with the USSR 
providing about half the aid, but the country’s debt 
service burden is now very high indeed. In 1974, 
the Government has slashed taxes and duties in 
an effort to reduce inflation and this will increase 
its need for foreign assistance if present programmes 
are to be continued. The USSR has been Afghanis- 
tan’s main trading partner, followed by India, but 
entrance to the latter market was seriously disrupted 
by the conflict between India and Pakistan. Efforts 
to expand and diversify exports have been disap- 
pointing except for the introduction of exports of 
natural gas to the USSR in 1967/68. In the first 
two years of the decade, the growth of exports 
was due to exceptional circumstances, mainly the 
increased slaughtering of livestock compelled by 
shortages of food and water. 


During Afghanistan’s first and second plans (to 
1966/67), more than 40 per cent of public sector 
development outlay was devoted to transportation. 


12 The statistics presented in the discussions of the land-locked 
countries should be viewed with scepticism and used with care. 
They are useful, however, to indicate orders of magnitude. 

13 Tn connexion with the following discussion of Afghanistan, Laos 
and Nepal, see tables IX-1, IX-3, IX-6, IX-11 and IX-12. 
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There are now over 16,000 km of roads in the 
country, of which 2,500 km are paved. Most of 
the latter were built with aid from the USSR or 
the United States. The main feature is a circular 
highway around the high mountain plateau in the 
centre of the country. Major branches connect this 
circle with the main foreign trade routes. With 
the USSR, the main connexion is with the ports 
on the Amu Darya River, then by rail from the 
USSR railhead at Termez. The second most im- 
portant connexion is the Kabul-Peshawar route via 
the Kyber Pass, then road or rail to Karachi. 
Goods also pass to Karachi from Kandahar and 
the Pakistan border town of Charman, then by 
road or rail. A second connexion with the USSR 
north from Herat in the northwest of the country 
to the Soviet railway system at Kushka is of less 
importance, as are two exits through Iran from 
Herat to Meshad, thence to Tehran and Europe 
or road to the Persian Gulf at Bender Abbas. 
Traffic density on existing roads in Afghanistan is 
low and the network will have considerable excess 
capacity for some years. Since the third plan, 
development strategy has shifted away from infras- 
tructure to quick-yielding projects, although there 
remains a need for the development of secondary 
and tertiary feeder roads and better road main- 
tenance. 


Afghanistan’s problems with transit trade stem 
less from insufficient infrastructure than from the 
routes being long and, therefore time-consuming 
and costly. This is an important hindrance to the 
expansion of exports, which otherwise hold out 
considerable promise. Afghanistan has two modern 
international airports at Kabul and Kandahar, but 
exports do not yet lend themselves to significant 
air shipment. 


Laos. Nothing can be said about Laos without 
taking into account the nearly continual military 
activity from independence in 1954 until recently. 
It is not surprising that income per capita has been 
nearly stagnant for a long time. The years 1973 
and 1974 have seen increasing economic instability. 
The country has almost no industry, and agricultural 
production is probably declining. Recorded exports 
are also declining and their value per capita is 
very low compared with the average for all deve- 
loping countries. There has been no change in 
the high specialization in both export products and 
markets. Tin concentrate and timber constitute 
almost all exports and Thailand and Malaysia are 
the main trading partners. The economy is heavily 
dependent on foreign aid, mainly from the United 
States, which in recent years has accounted for 
about 35 per cent of estimated GNP and financed 
almost all imports. Aid receipts per capita, among 
the highest in the world, are largely used to support 


domestic consumption. It hus been estimated that 
over 300,000 refugees in a population of 3 million 
are currently on direct relief. 


Laos suffers from a lack of effective com- 
munications. Over four-fifths of the country is 
rugged jungle terrain, making road construction and 
maintenance difficult and costly. The Mekong River 
and its tributaries form Laos’ main traffic artery, 
but tapids and waterfalls inhibit development of a 
long-distance commercial transport system. There 
are no railways in Laos, although a 19-km railway 
project linking Vientiane with the Thai border 
(Mekong River) and thus to Bangkok has been 
under survey. In 1971, the road system within 
Laos was something over 7,000 km, about one-tenth 
of which was tarmac. There is one main north- 
south thoroughfare from Phongsaly to the Khmer 
Republic* frontier, but a quarter of this road was 
unimproved at that time. Transverse roads connect 
this thoroughfare with Viet-Nam!® to the east. It 
is reported that, since 1962, China has built a 
network of about 650 km of all-weather roads in 
northwest Laos. 


Under these circumstances, air transport has 
naturally been greatly expanded in the last 20 years, 
but this is no substitute for effective surface com- 
munications either within the country or through 
transit countries. In recent years, the bulk of Laos’ 
external trade has passed through Bangkok — by 
road and ferry to Nongkhai on the Thai border 
and then by road or rail to Bangkok, encountering 
the problem of transit trade described in section 
(b) above. Expenditure on road construction ap- 
pearing in the Laotian budget since the start of 
the Second Development Decade has been mainly 
financed by USAID and has been primarily for 
maintenance of existing facilities. In terms of 
dollars it declined from $4.6 million in FY 1971/72 
to $4.0 million in FY 1972/73, although this repre- 
sented an increasé in local currency. 


Nepal. Nepal is another case of economic 
Stagnation. Per capita real income has probably 
not increased noticeably in the last decade. Export 
earnings are declining. Recorded imports per capita 
are very low compared with those of other deve- 
loping countries and probably lower than those of 
Afghanistan and Laos. Foteign aid is not large 
either On a per capita basis or relative to GNP. 
Nepal is dependent on India for most of its trade, 
half of its aid and its single transit route to the 
sea. The main export is rice to India, followed 
by jute to the outside world. A probable balance 
of payments deficit with India is masked by the 
flow of inconvertible India rupee aid from India 
and the United States. This flow helps support 


14 Now Cambodia. 
*5 Now Republic of South Viet-Nam. 
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the balance of payments with India as well as 
financing development projects. 


The 5 per cent target growth in the present 
development plan is considered to be very ambitious 
and, even if it could be realized, Nepal would 
still be unable to meet the targets for the Second 
Development Decade. Promotion of exports to 
third countries is of major importance to the country, 
both to increase resources available for development 
and to lessen the trading ties with India and allow 
the import of manufactured goods on a more com- 
petitive basis. 


Because of its rugged and mountainous terrain, 
Nepal remains a fragmented economy with an 
embryonic internal transport system. The country 
is still largely dependent on a network of some 
10,000 km of trails. The first major road (125 km 
linking Kathmandu to Bhainse and later extended 
to Birgani on the Indian border) was not completed 
until 1956. Since then, road construction has ac- 
celerated. By 1965, 446 km of all-weather road 
had been built and, by mid-1972, the total was 
1,580 km. However, the development of feeder 
roads has been relatively neglected, as has the 
upgrading of the trails, although the fourth plan 
recognized the need. The roads have not been 
properly used or maintained and they deteriorate 
rapidly. In recent years, emphasis has been placed 
on construction of the East-West Road through the 
terai which is only about half completed, and on 
two further north-south routes to India, from Dharan 
to Beratnagar and from Pokhara to Bhairawa. In 
1964, a 41-km ropeway between Hitaura and Kath- 
mandu came into operation. It cut the road distance 
by about two-thirds between these two towns. The 
ropeway operated well under capacity until the 
recent increased oil prices reduced the competitive- 
ness of road transport on the route. 


Nepal has two small railways running north 
from the Indian border, one of 6 km and the 
other of 53 km. Their gauge differs from the Indian 
railway with which they connect, and road transport 
direct to the Indian railheads is growing. The Royal 
Nepalese Airlines Corporation commenced operation 
in 1960, and both domestic and _ international 
passenger traffic has increased rapidly. The volume 
of air freight, domestic and external, is small. 


Transport development has been emphasized 
by the Government. In the third plan (1966-1969), 
35 per cent of public sector expenditure was for 
transport investment, of which 85 per cent was for 
roads. In the fourth plan, the figures are 40 and 
80 per cent respectively. The fourth plan also 
calls for the development of growth-axis roads as 
part of its emphasis on regional development. 


There has been some criticism, however, that the 
emphasis on transport has.been poorly co-ordinated 
with other sectors and that the likely future expendi- 
ture on road development will be very much less 
than that required to meet the Government’s plans. 


Transit facilities for Nepalese overseas trade 
are through the port of Calcutta, which is connected 
to Barauni and Kathihar by broad-gauge rail, and 
from there to Raxaul, Jaynagar and Jogbani on 
the border by metre-gauge rail. Since the 1971 
agreement, road transit has been permitted. Pro- 
blems of transhipment, excessive delays due to pro- 
liferation of administrative formalities, lack of 
infrastructure and pilferage continue. 


Transit countries. From the point of view of 
the transit countries, few changes have taken place 
which drastically ameliorate the position of their 
land-locked neighbours. The United Nations Con- 
vention on Transit Trade of Land-locked Countries 
of July 1965 came into force on 9 July 1967, but, 
of the transit countries in Asia, only the USSR 
has yet ratified or acceded to the Convention. Laos, 
Mongolia and Nepal have all either ratified or 
acceded. The general tenor of the convention is 
that adequate transit facilities should be accorded 
to land-locked countries in terms of international 
law and practice. Transit facilities should therefore 
not be negotiable. In the absence of accession by 
the transit countries to this convention, there is a 
real danger that the question of transit facilities can 
become part of bilateral negotiations concerned with 
other items such as commercial relations. 


A treaty on trade and transit between Nepal 
and India became effective on 15 August 1971, to 
run for five years. The treaty exempted transit 
goods from all charges except for transportation 
and other services. The Government of India also 
agreed to provide warehouses or storage sheds at 
points of entry and exit. Both Governments agreed, 
in general, to prevent the re-export to the other 
country or to third countries of goods which contain 
more than 50 per cent by value of materials from 
third countries or the other country respectively. 
For the first time, the treaty allowed the transport 
of goods by road if sealed containers were used. 
The implementation of these provisions has been 
difficult and has led to the proliferation of adminis- 
trative checks on transit trade. 


In August 1974, a Transit Agreement providing 
for improved conditions for transit trade was signed 
by the Governments of Afghanistan and Iran. 


At the multinational level, a number of special 
measures have been taken since 1970 to help land- 
locked countries, but, by and large, they have been 
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of a preparatory nature and have not yet borne 
fruit either in projects or in negotiated agreements 
to facilitate their trade. The countries have of 
course continued to receive assistance under the 
regular programmes of the United Nations system 
which includes substantial investment in transport 
infrastructure, particularly by the World Bank 
group. UNCTAD, which has special responsibility 
in the fields of trade and transit, has condwcted a 
preparatory study on these problems.'* Three other 
significant documents have been issued. Firstly, A 
Transport Strategy for Land-locked Developing 
Countries recommended an action programme in- 
cluding: (a) initial review meetings between all 
parties concerned, (b) the preparation of guidelines 
on transit procedures, international joint ventures 
in the field of transport and on pricing in the 
transport sector and (c) consultative group meetings 
to consider the financing of follow-up action on 
detailed projects. It is too early to know if any 
effective action will arise from this programme in 
Asia. 


At the request of the General Assembly!’ a 
Study on the Establishment of a Fund in Favour 
of the Land-locked Developing Countries'® was 
prepared. Estimates of the additional transport 
costs of land-locked countries were made, but 
reception by the developed countries to the idea 
of setting up a special fund for this purpose has 
been cool. This is particularly so since the General 
Assembly, at its sixth special session, took action 
to provide emergency relief and development assis- 
tance to ““developing countries most seriously affect- 
ed by (the current) economic crisis, bearing in 
mind the particular problems of the least developed 
and land-locked countries”.1® The UNCTAD secre- 
tariat has also prepared a model transit declaration 
form which it is hoped will begin to be used as 
soon as possible.?° 


The Governing Council of UNDP took action 
in January 1973 to reserve $US 35 million for special 
measures for the least developed countries for the 
period 1973-1976. It is envisaged that, during 
1977-1981, 25 per cent of the total resources for 
UNDP country programming will be allocated to 
the least-developed countries. Recently, IBRD has 
significantly increased the flow of resources from 
IDA to the least-developed countries. In Asia, most 
of the expenditure under these special plans will 
go to land-locked countries. 


16 UNCTAD, Special Problems of the Land-locked Countries (TD/ 
B/308), June 1970. 

17 General Assembly resolution 3169 (XXVIII), 17 December 1973. 

18 Economic and Social Council, document No. E/5501, May 1974. 

19 General Assembly resolution 3202 (S-VI) section X, introduc- 
tory paragraph. 

2° UNCTAD, document No. TD/B/501, June 1974. 


At the Asian regional level, a Special Body 
was established in 1971 at the request of the 
Commission* to make recommendations regarding 
assistance to the land-locked countries. It sub- 
sequently endorsed the report?? and recommenda- 
tions of an ESCAP preparatory mission to Afghanis- 
tan, Laos and Nepal. In the near future two United 
Nations projects are expected to be fielded with 
ESCAP and UNDP assistance. These are aimed 
specifically at helping the land-locked countries as 
a group. The first is a mobile training scheme for 
front-line and supervisory personnel in social welfare 
fields. The second is a project to advise all the 
land-locked and transit countries in Asia on the 
promotion of the formers’ international trade and 
the facilitation of transit transport. 


This brief review of the position of the land- 
locked countries in Asia, and the assistance that 
they have received since 1970, does not evoke a 
sanguine prognostication for their economies for 
the second half of the Second Development Decade. 
In fact, it would seem almost impossible, given 
their performance in the last five years, for them 
to reach the Second Development Decade Strategy 
targets. Foreign assistance currently planned or in 
the pipeline, although moving in the right direction, 
does not appear sufficient to noticeably change this 
outlook. 


(2) Developing islands?® 


The use of national income statistics to review 
the performance of the developing islands can only 
be limited because most of the countries do not 
keep these statistics on a regular basis, although, 
in some cases, estimates may be available for one 
or several years. Moreover, the methods of com- 
putation differ, particularly with regard to the sub- 
sistence sector, so that the estimates may not be 
directly comparable. However, the evidence** sug- 
gests that, in 1970, per capita income in many of 
them was high compared with the average for all 
developing countries. Several of them had a per 
capita GNP of over $US 300. The case of Nauru 
is of course unique, with a current figure of probably 
around $US 5,000. In some of the countries these 
high income figures are very misleading as indications 
of national welfare. It would be necessary to 
examine the proportion of income which accrues 
overseas, the pattern of income distribution and 
conditions in the subsistence sector. 


21 ESCAP resolution 114 (XXVII), 1071. 

22 Report of the ESCAP Interdisciplinary Group Mission to the 
gig hi Countries (E/CN.11/TRADE/LLC/L.1), February 
1972. 

23 This section draws heavily on a paper, “Economic trends in the 
South Pacific’’, by I. J. Fairbairn of the South Pacific Commission. 

24 See table IX-7. 
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During the 1960s, only a few of these islands 
had rising per capita incomes. These include Papua 
New Guinea and Fiji due to public sector invest- 
ment and expansion in agriculture and manufactur- 
ing (plus mining in Papua New Guinea and tourism 
in Fiji), the Trust Territory of the Pacific Islands 
with its massive assistance from the United States, 
and probably Nauru. In the other countries of 
the region, income per capita has probably been 
declining. This has been caused by rapidly rising 
populations, declines in world prices for the region’s 
exports, and their limited capacities, especially in 
agriculture where over-population is a problem. 
Since 1970, although estimates of GNP are few, 
it appears that the same situation has continued 
with stagnant or very low increases in real income 
per head in most countries. Fiji continued to show 
a rise, but, in Papua New Guinea, real total GNP 
declined in 1971/72 and 1972/7375 with poor 
agricultural performance and the end of the con- 
struction phase of the Bougainville Project. 


The export performance of the islands has 
been mixed.2® Rapid expansion has been ex- 
perienced in countries which have large mining 
operations, such as Papua New Guinea. The least 
successful countries, such as Tonga, Western Samoa 
and the Trust Territory of the Pacific Islands have 
not diversified significantly from their traditional 
products, many of which sustained falling prices 
in the early 1970s. There are few opportunities 
for diversification among the smaller island groups, 
and most remain dependent on a few primary 
products. Recent years have seen generally rising 
imports, reflecting rising import prices and the 
demand from development programmes. This has 
resulted in substantial deficits in the balance of 
trade, financed by receipts from tourism, private 
remittances and growing official bilateral and multi- 
lateral aid. The main export markets are still with 
the islands’ traditional trading partners, but Asian 
countries have been growing in importance in the 
region’s trade, particularly on the import side. All 
countries are heavily dependent on foreign aid (see 
table IX-9). As mentioned in section (b) above, 
per capita net loans and grants in 1970 in all the 
countries reviewed were higher than the average 
for all developing countries as a whole. 


In summary, it is possible to say that, for most 
of the islands, per capita incomes are relatively 
high compared with those of other developing 
countries, but, in many of these cases, they are 
also stagnant or falling. Export performance is 
poor. Population growth rates are high. The ex- 
ceptions to this picture are Nauru, although its 


25 ESCAP, Economic Survey of Asia and the Far East, 1973. 
26 See table [X-8. 


phosphate resources will be exhausted in 25 years, 
and Fiji and Papua New Guinea which seem to 
be well started on the road to development. The 
last two contain the majority of the population of 
the group under review, but, in the coming years, 
they will have to contend with serious domestic 
problems, not least of which will be the distribution 
of the benefits of their development to their 
indigenous people. 


For the rest of the islands, current performance 
and outlook to the 1980s are not very bright. In 
most of them, serious efforts are being made to 
accelerate their development with projects to improve 
infrastructure, expand and diversify the agricultural 
and export sectors and develop suitable industry. 
However, these programmes face formidable con- 
straints resulting particularly from their geographical 
size and positions. For some of them, there appears 
no possibility of improvement within the decade. 


The developing islands of the Pacific are of 
comparatively recent interest to the world com- 
munity, although they have received continuous and 
considerable support on a bilateral basis from the 
metropolitan countries concerned. In June 1973, a 
panel of experts reported?” to UNCTAD on the 
particular problems of developing islands and made 
recommendations regarding them. This was the 
first attempt to examine these issues in an inter- 
national forum. This report laid special emphasis 
on the regional aspect as central to any consideration 
of developing island problems. 


The islands are not a region in any technical, 
economic or political sense; nevertheless, the concept 
is now growing rapidly. Until recently, the only 
significant regional organization concerned with 
development was the South Pacific Commission, 
founded in 1947 by the Governments of the colonial 
powers. Independent countries have now joined 
the Commission as participating Governments and 
the Commission has increasingly developed projects 
on a joint basis with the United Nations. 


A number of other regional bodies have recently 
been established at the initiative of Pacific leaders. 
In 1972, the South Pacific Bureau for Economic 
Co-operation (SPEC) was set up by the member 
Governments of the South Pacific Forum: Australia, 
Cook Islands, Fiji, Nauru, New Zealand, Tonga 
and Western Samoa. Its aim is to discuss and 
undertake co-operative measures on a wide range 
of mutual problems: social, political and economic. 
Other examples are Air Pacific which operates within 
the region and in which a number of islands are 


27 UNCTAD, Report of the Panel of Experts on Developing Island 
Countries (TD/B/443), June 1973. 
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shareholders, the Pacific Area Travel Association, 
the Melanesian Tourist Federation, the University 
of the South Pacific in Fiji and the Regional College 
of Agriculture in Western Samoa. 


At the regional level, the United Nations con- 
ducted a South Pacific Transport Survey in 1972 
in order to identify projects for improved transport 
services and expansion of trade. The following 
year, a United Nations mission assisted SPEC in 
its recommendations for trade expansion and 
economic integration in the area. Assistance has 
also been given in formulating proposals for the 
establishment of a regional shipping council and 
a regional shipping corporation. Follow-up action 
has yet to be seen on these proposals. 


(d) Policy recommendations for national and 
international action 


(1) Land-locked countries 


From the brief review of the progress of the 
Asian land-locked countries in the early 1970s, it 
can only be concluded that the Second Development 
Decade targets have become irrelevant to these 
countries. Unless they are simply to be abandoned 
as far as the Development Decade is concerned, 
their positions must be reconsidered and interna- 
tional policy commitments must be reformulated 
and implemented. Much work has already been 
done in identifying the needs of these countries, 
but there have been political impediments to meeting 
many of them. 


The expansion of export earnings by Afghanis- 
tan, Laos and Nepal is essential for their more 
rapid growth. Efforts to diversify exports, expand 
markets and reduce production costs will all be 
partially wasted unless the burden of extra transit 
costs can be reduced. This can be attacked in 
two ways. The first is by radically changing the 
structure of the economies to enable them to over- 
come the economic consequences of being land- 
locked. This is a very long-term task, the responsi- 
bility for which rests primarily with these land-locked 
countries themselves. Part of the programme would 
involve the reduction in the weight, bulk/value ratio 
of export commodities through the development of 
new high-value exports, increased processing of 
traditional commodities, increased quality, and 
improved grading and packaging of existing com- 
modities. This will also involve the increased use 
of air transport. This kind of transformation is 
very difficult at low levels of economic development 
and will require vigorous efforts at home and foreign 
assistance. The latter will have to be provided on 
very long and soft terms because many of the 
measures will require a long period before profitable 
results can be expected. 


The second method of attack, and the major 
interest in this Review, is relatively short-term and 
aims to reduce the incidence of transit costs on 
existing exports. Here, action must be taken in 
co-operation with the transit countries. It is also 
useless to discuss the upgrading of transit facilities 
without the integration of the domestic transport 
system of the land-locked country into the system. 


It is possible to make some obvious particular 
suggestions for immediate action on the basis of 
a number of preliminary studies which have already 
been undertaken. Afghanistan is fortunate in having 
a number of alternative exit routes compared with 
the other Asian land-locked countries. The imme- 
diate need is for rationalization of procedures at 
transhipment points and a crash programme for 
linking of the various pieces of the system with 
bridges, use of containers, etc. 


In Laos, with the cessation of military conflict, 
the development programme will need a strong 
emphasis on export promotion. Here the explora- 
tion of alternative exit routes is important. Pre- 
liminary studies to date have not indicated that costs 
could be reduced by the development of the route 
through Da Nang. However, recent negotiations 
between Laos and the Democratic Republic of 
Viet-Nam are expected to facilitate transit trade on 
existing roads from Laos to Haiphong. An effort 
should be made to reduce costs on the Bangkok 
route by a thorough overhaul of the ETO pricing 
system and of procedures at the border and the 
improvement of facilities for transhipment. Co- 
ordination of the tariff system between Laos and 
Thailand would go a long way towards reducing 
smuggling. 


In the case of Nepal, useful short-term steps 
would include the extension of the Indian rail link 
over the border into Nepal so that sealing could 
be carried out before goods enter India, the ration- 
alization of Indian rail gauges on the route to 
Nepal, the Nepalese purchase of its own rail wagons 
and continued efforts to containerize the traffic. 
The possibilities for transit trade through Bangladesh 
should also now be re-explored. 


If the position of these countries is to show 
any improvement by 1980, it will depend on a 
difficult political decision. While long-term deve- 
lopment programmes are being planned, they need 
foreign assistance to be used co-operatively with 
the transit countries on a project basis. The flow 
of funds to the land-locked countries will need to 
be increased radically, but, in a world where foreign 
aid is stagnant, this will mean a decision to dis- 
criminate in favour of the land-locked and against 
other developing countries. This of course will 
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encounter resistance by the more developed of the 
developing countries as they find their aid receipts 
reduced and also by the donors who prefer to 
give aid to those countries where its productivity 
can be more rapidly observed or where the political 
benefits are more obvious. The flow of funds to 
land-locked countries will also be affected by the 
exhibited extent of their ability and willingness to 
use the aid efficiently and for its intended purpose. 


The programme of action suggested in the 
UNCTAD report on a transport strategy for the 
land-locked countries?® is commendable. It is based 
first and foremost on the need to regard all assis- 
tance as an out-growth of negotiations between 
land-locked and transit countries. Without this 
there is no chance of success and, in any case, a 
large part of any assistance to the land-locked may 
have to be spent on facilities in the transit countries. 
Also, it stresses the importance of multilateralization 
of this assistance, perhaps through consortia. An 
added advantage of this approach is that it would 
build up a body of expertise amongst the donor 
countries which could be applied to the common 
problems which these countries face. It should be 
kept in mind that Afghanistan is not only a land- 
locked country but also a transit country for goods 
between the USSR and India and Pakistan. It is 
therefore more concerned than Laos and Nepal that 
problems arising in this field be dealt with on a 
multilateral basis. 


The role of the United Nations, particularly 
at the regional level, is in the provision of initiative 
— in encouraging transit countries to ratify or accede 
to the 1965 Transit Trade Convention, in arranging 
for the negotiations between land-locked and transit 
countries supported by the provision of assistance 
for their negotiated programmes and in pressing for 
a decision by the international community on the 
status of these countries and their call on inter- 
national aid. A continuance of the present situation 
spells failure. 


(2) Developing islands 


In many respects the position of the smaller 
islands?® of the Pacific is similar to that of the 
land-locked countries of the Asian mainland. 
Barring unforeseen and extraordinary changes in 
export earnings, they too have no hope of meeting 
the target growth rates for the Second Development 
Decade. 


There is little that can be suggested that will 
make any significant difference to the smaller islands 


28 UNCTAD, document No. TD/B/453/Add.1. 


2° Excluding the larger islands of Fiji and Papua New Guinea and 
special situations like Nauru. 


in the short term. Emphasis therefore needs to be 
placed on policies for the longer term, with the 
expectation that, in the meantime, the islands will 
continue to be supported by their present sources 
of bilateral aid. 


Since, the question of economic viability is a 
basic problem in developing islands, their immediate 
concern is with their trade, particularly in finding 
ways in which to increase earnings from exports 
and to reduce their dependence on imports, parti- 
cularly foodstuffs. On the export side this involves 
the search for new export products, the diversification 
of agriculture, further processing of commodities 
and the hunt for taw materials. Examples of 
present efforts in these directions are the develop- 
ment of the timber industry in some islands, the 
establishment of the fruit juice industry in the Cook 
Islands and the work of the Committee for Co- 
ordination of Joint Prospecting for Mineral Re- 
sources in South Pacific Offshore Areas. The 
emphasis placed on the promotion of tourism is 
also an important step in this direction. 


There has recently been a growing interest in 
exploring these measures for development within 
the framework of regional or subregional co-opera- 
tion. Intraregional trade among the Pacific islands 
is at present very small (probably not more than 1 
per cent of total trade), and there are formidable 
barriers to its expansion, particularly the lack of 
shipping facilities. The islands are so small and 
dispersed that the opportunities for co-operation 
would seem limited. On the other hand, these 
disadvantages are also the reasons why regional 
co-operation holds out their only hope in many 
fields. 


Considerable preparatory work has been done 
in identifying opportunities for profitable co-opera- 
tion in a number of fields in the region. One of 
these fields is the provision of services on a regional 
basis where these cannot be provided by individual 
islands. Such services could include specialized 
training, economic planning, financial institutions 
and specialized advisory services. The services of 
the United Nations Development Assistance Team 
of the South Pacific Commission and of SPEC are 
examples of, these facilities. 


There is also a pressing need for co-ordination 
of agricultural research, the harmonization of 
standards and quarantine and health regulations 
which have often been used in the past to protect 
local growers, and examination of import restrictions 
that affect regional trade. The United Nations re- 
port to the South Pacific Bureau of Economic 
Co-operation in January 1974 identified many 
possibilities for simple processing and manufacturing 
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enterprises that appear viable on a co-operative 
basis and has indicated the export potential for 
these products. 


Preparatory work has also been done on ways 
to improve shipping services and air transport in 
the region within the context of expanded trade, 
both extra- and intraregional. Changing shipping 
technologies on world routes may force increased 
regional co-operation in transport. The increasing 
adoption of container shipping by the national lines 
of developed countries which serve the region may, 
for example, require the development of intrare- 
gional feeder routes to a major container port or 
ports in the region. This will require regional 
co-operation to successfully integrate the services. 
The need now is for an immediate drive into the 
pre-feasibility stage of these proposals. The costs 
and benefits of co-operative proposals cannot be 
examined until this is done; political commitment 
cannot be expected unless the net benefits are clear; 


and the type of measures to be taken cannot be 
decided until the alternatives are analysed. 


It must be emphasized that international assis- 
tance for projects in regional co-operation should 
not detract from resources currently available for 
national development or support. The role of 
ESCAP should be the marshalling of additional 
resources for regional co-operation. Arrangements 
for such regional co-operation are not easy, however, 
and raise a number of problems. This is likely to 
be especially true in the Pacific where communica- 
tions are difficult, where islands are at different 
stages of development, have different cultural back- 
grounds and different languages and links to 
metropolitan countries. It is possible that the 
experience of CARIFTA, which has taken a prag- 
matic and cautious attitude to policies for common 
action, might therefore be very relevant to the 
situation in the Pacific. An examination of its 
experience in relation to the Pacific could be a 
good immediate starting-point. 


Table IX-1. ASIAN LAND-LOCKED COUNTRIES: POPULATION AND GNP 


Average Average annual growth : q : Average annual growth 
Petein dein! Per ca pita meres 50 nee Projected per aye GNP ia 1980 on 1970 rates eee real 
1970 rates of 1970 (percentage) a bie het (percentage) 
fopsio7t (8) prices 
(millions) (%) 1960-1970 1970-19738 b c a 1960-1970 1970-1973¢ 
Afghanistan . . 17.09 23 88 0.2 —3.4 90 124 62 1,500 7455) —1.2 
Bhutanese 0.84° 2.2 70 99 
PAGS pee 2.96 2 73 1.9 88 103 180-350* 4.3 
ip toorth.s) 03 ea 11.06 13 80 0.5 —0.4 84 113 TEE 8857 2.3 1.4 
Mopgolia’.. . = *!: 1.25 
Total, all developing 
countries . 1,693.00 2.5 208 2.6 3.3 269 293 288 Sef 5.2 5.9 


Sources: Economic and Social Council, Study on the Establishment of a Fund in Favour of the Land-locked Developing Countries (E/5501), 
May 1974, table III, except for Mongolia for which the source is United Nations, Monthly Bulletin of Statistics, June 1974. 


* Tentative estimate. 


Projected on the basis of the growth rate of per capita real product for the period 1960-1970. 


© Projected on the basis of the 3.5 rate of growth of per capita income called for in the Strategy. 


4 Projected on the basis of the growth rate of per capita real product for the period 1970-1973. 


© Tentative estimate. 


This estimate varies considerably in other sources. The 1972 Annual Report of the Colombo Plan, for example, gave population 


as over | million. 
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Table IX-2. ASIAN LAND-LOCKED COUNTRIES: MAIN ACCESS TO THE SEA 


Transi ; ; 
Originating point are App "Ch ey sania Means 
Port Country 
Afghanistan . . . Kabul Karachi Pakistan 2,000 Road and rail 
Kabul Bandar Abbas Iran 2,000 Road 
Kabul Hamburg Fed. Rep. of 10,600 Road, river 
Germany and rail 
Kandahar Karachi Pakistan 950 Road and rail 
Bhutan, . 3 2s | Punakha Calcutta India 600 Road and rail 
Taos.) >. 3) ee) Vientiane Bangkok Thailand 670 Road, river 
and rail 
Nepal’. « 9. 2 “o> Reathimandn Calcutta India 890 Road and rail 
Mongolia. . . . Ulan Bator Leningard USSR } 7,000 Rail and road 
Ulan Bator Nakhodka USSR 4,000 Rail and road 
Ulan Bator Tientsin China 1,300 Rail and road 


Source: A Transport Strategy for Land-locked Developing Countries (United Nations publication, Sales No. 
E.74.11.D.5) and United Nations estimates. 


Table [X-3. ASIAN LAND-LOCKED COUNTRIES: AGRICULTURE AND MANUFACTURING 


Agricultural Percentage Annual average growth rates of Share of 
labour as share of agriculture production manufacturing 
percentage of agriculture in (percentages) in GDP 
total labour force total GDP aie a Ee a a pe ns ee 

1970 1970 1961-1970 1968-1971 1970-1973 1970 

Afghanistan 2. as sill Wey aces 82 51 1.2 —1.8 uh i 
Bhutan site ate eve hele Aras ae © 
aos. 4 ONS ae eee 79 ee Diy ae —2.0 neg. 

Nepal si ter? 3 teks, lees SFP 69 1.2 0.9 2.6 10° 
Mongolia . iy 4 a uaietais stave wii sas ahs a arte 
Total, all developing countries. . . 65 27 3.0% 3 1.6 18 


Sources: Economic and Social Council, Study on the Establishment of a. Fund in Favour of the Land-locked Developing 
Countries (E/5501), May 1974, tables IV and V; and UNCTAD, Special Measures in Favour of the Least Deve- 
loped Among the Developing Countries (TD/B/515), July 1974. 


* Includes handicrafts, gas and minerals. 
> 1969. 

“Includes mining and cottage industry. 
4 1960-1970. 


Table [X-4. ASIAN LAND-LOCKED COUNTRIES: ‘TRANSIT COST ESTIMATES 
FOR TRADE WITH NON-NEIGHBOUR COUNTRIES, 1970 


bose bso Tra de wit A ie bid tara a Transit costs as percentage of 
Country non-neighbour "0"-RetgnDoUr grants® 
trade COMO Ties Trade GNP Net loans and 
in million US dollars ————————_— fc grants 
Afghanistan) 2" 2 5.99 44.0 1,500 32.3” 13.6 0.4 19.0 
RAOSS ty, ra ter ae 12.14 94.2 216 68.9 12.9 5.6 18.0 
Népalhin 3) Ae melene 1.41 20.1 885 23:7 7.0° 0.2 6.0 


Source: Economic and Social Council, Study on the Establishment of a Fund in Favour of the Land-locked Developing 
Countries (E/5501), May 1974, various tables. 


* Bilateral and multilateral official loan and grant receipts plus guaranteed private export credits (data on a net dis- 
bursement basis) as given by DAC. 


> Includes an estimated $US 15 million from socialist countries. 


© A private study made in 1971 by Enst Ackermann entitled Transit Cost Analysis — Nepal arrived at a figure of 11-12 
per cent for 9 selected commodities comprising about 70 per cent of Nepal’s exports. 


Chapter IX. Special Problems of the Land-Locked and Developing Island Countries 171 


Table IX-5. ASIAN LAND-LOCKED COUNTRIES: 


Main trading partners 


MAIN TRADING PARTNERS 


Percentage of total 


Exports 
‘i USSR 37 
Afghanistan, 1969 .. 1 India 18 
Bhutan . : India approx. 100 
Malaysia 65 
Laos, 1972 : ; Thailand 29 
Nepal, 1972 India 57 
Mongolia, 1970 CMEA countries over 90 
of which: USSR over 80 
Imports 
5 USSR 34 
Afghanistan, 1969 { Japa 12 
Bhutan . - India approx. 100 
Thailand 47 
Laos, 1972 : { United States . 16 
| Nepal, 1972 India 67 
Mongolia, 1970 CMEA countries over 90 


Source: IMF/IBRD, Direction of Trade Annual, 1969-1973. 


Note: These data are unreliable. 


For example, more goods are commonly 


recorded as exports to the nearest port of shipment than actually stay 
there and as imports from the final rather than the original port of con- 


signment, 


Table IX-6. ASIAN LAND-LOCKED COUNTRIES: 
BILATERAL AND MULTILATERAL 


TOTAL FOREIGN ASSISTANCE 


1968 1970 1973 1970 or 1969/70 
Total P Total P. Total P. Aid as Aid as Aid 
| (million $US) oe rise (million $US) tapi ( million $US) pieoprnahd wipe pee eOrENE Poa) 
Afghanistan . 87.00 USSR 56 62.50 USSR 54 a 50.1 4.0 3.6 
(1967/68) USA 20 (1969/70) USA 11 
Fed. Rep. of Fed. Rep. of 
Germany 13 Germany 11 
Laos 81.20 USA 79 70.50 USA 76 67.40 USA 71 125.0 35.0 23.8 
France 9 France 10 France 18 
Japan 3 Japan 7 Japan 6 
UK 6 UK 3 UK 2 
Australia 1 Australia 2 Australia 3 
Nepal . 15.75 India 61 24.13 India 57 20.24 = India 46 30.0 2.7 21 
(1967/68) USA 20 (1969/70) USA 18 (1972/73) USA 19 
China 17 China 20 China 17 


Sources: Foreign assistance as given by national sources: 


Afghanistan: Ministry of Planning. 
Laos: Commissariat Général au Plan and Statistiques Douaniéres du Commerce Extérieur. 
Nepal: HMG Budget Speeches. 
* Official development assistance from DAC member countries and multilateral agencies was $US55.57 million in 1972. In 1970, 


assistance from these sources totalled $US26.19 million (Economic and Social Council, Study on the Establishment of a Fund in 
Favour of the Land-locked Developing Countries (E/5501), May 1974, table X). 


» Revised estimates. 
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Table IX-7. DEVELOPING ISLANDS: POPULATION AND GNP 
Population density : ip t GNP Growth rate of GNP Share of 
Population Population per km, 1970 ig pias ides per capita manufacture 
1971 growth rate stig Pe ioe. a, (percentage) in GNP, 
(thousands) 219651971. ea se ae ($US) ($US) oe 1970 
Total area Arable land million 1960-1971 1965-1971 (percentage) 
British Solomon Islands. . . 168 2.6 6 115 30 200 —0.8 —2.0 4" 
Cook Islands} 6 14 43 Us 21 2A 91° a 104% 475¢ ; Ste Bis 
Fiji Rep ite becouse 530 eS 28 356 250 470 28 2.6 10 
Gilbert and Ellice Islands . . 60 1.9 64 18,667 30 470 —1.8 —0.5 
Nauru rah ee nes ihe Sy 333 aor gic 4,500°% ant ee 
Papua New Guinea. . . . 2,520 2.8 5 2,372 810 320 4.7 5.7 4e 
Tonga OE he eis 90 3.0 123 358 30 300 —0.2 2.4 2 
Trust Territory of the Pacific = 
Islands; Senos vee eons 110 2.9 57 443 40 390 31 3.2 als 
Western Samoa . «... » >; 146 2.4 50 207 20 140 —1.0 0.3 She 
Sources: IBRD, World Bank Atlas, 1973; 


UNCTAD, Report of the Panel of Experts on Developing Island Countries (TD/B/443/Add.1), July 1973; 
United Nations, Statistical Yearbook of Asta and the Far East, 1972; 
Estimates provided by the South Pacific Bureau of Economic Co-operation. 


* Mining, manufactures and utilities, 1970, GDP at factor cost. 
> 1966-1971. 


“19718 
* GDP 1968. 
© 1970. 
t 1963-1970. 
© 1968. 
Table IX-8. DEVELOPING ISLANDS: TRADE 
Share of major Main trading partners Exports Imports Trade Annual average growth 
commodities in (percentage of exports) 1972 1972 balances rate, 1966 to year shown 
total exports,1970.—©§ —= A —_—___ (million (million (million = ——————_ 
(percentage) 1966 1970 $US) $US) $US) Exports Imports 
British Solomon Islands. .  Copra 51 Eand SE Asia 26.9 52.2 12.6 16.4 —3.8 20.0 9.4 
Wood 35 Enlarged EEC 50.0 30.6 
Cook Islands. . . . . Fruitjuices 50 Australasia 99.3 98.5 3.0? 6:57 —35 1h 16.4 
Clothing 19 
Citrus fruit 9 
Fiji Sugar 52 Enlarged EEC 46.6 32.2 76.1 152.6 —76.5 7.6 15.7, 
Coconut oil 8 North America 193 27.3 
Fish 7 Australasia 15.0 15.9 
Gilbert and Ellice Islands . Copra 17 — Australasia 87.4 90.4 15 6.3 1.2 5.8 13.1 
Phosphate 82 
Nauru Phosphate Australasia 87.2 83.0 32:3* 3:05 27.3 35.1 —8.3 
approx. 100 Eand SE Asia —_— 16.8 
Papua New Guinea . . . Coffee? 22 ~=Australasia 46.7 44.7 146.6 297.4 —150.8° 17.8 15.7 
Cocoa 18 Enlarged EEC 42.0 31.7 
Copra 16 
Tonga Copra 30 = Australasia 44.1 38.1 
Bananas 70 Enlarged EEC 39.4 58.5 2.4 8.6 —6.2 —8.5 10.9 
Trust Territory of the Pacific Copra 68 Eand SE Asia 93.6 68.3 2.6 30.07 —27.4 —2.2 22.4 
Islands North America 23.4 “= 
Western’Samoau 5) > 1) ee Copra 38 Australasia 24.8 47.4 4.8 18.6 —13.8 09 15.2 
Cocoa 28 Enlarged EEC 63.2 40.5 
Bananas 14 
Sources: UNCTAD, Report of the Panel of Experts on Developing Island Countries (TD/B/443/Add.1), July 1973; 


United Nations/UNCTAD, South Pacific Regional Transport Survey, 1972; 
United Nations, Economic Survey of Asia and the Far East, 1972 and 1973. 
United Nations, Statistical Yearbook for Asia and the Far East, i972 and 1973. 


#1970. 

» Since 1972/73, with the operation of the Bougainville project, minerals have become the main export. 

©In 1972/73, exports rose to $US293.7 million with a trade deficit of $US5.6 million. 

* Recorded imports were much lower, due to non-receipt of a number of returns. Figures quoted are estimates only. 


me - 
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Table IX-9. DEVELOPING ISLANDS: 


FOREIGN ASSISTANCE, 1970 


Total bilateral 
and multilateral 


poltasans Preise. Aipectese deteatecee Maes door 
(million $US) 
British Solomon Islands . 8.22 51.4 74.7 27.4 United Kingdom (96.8) 
Cook Islands . 4.10 New Zealand 
Fiji 6.96 13.4 6.7 3.0 United Kingdom (82.6) 
Australia (12.4) 
Gilbert and Ellice Islands 2.14 35.7 53.5 10.7 United Kingdom (94.4) 
Nauru 
Papua New Guinea . 200.73” 82.9 74.9 27.9 Australia (98.6) 
Tonga 1.32 14.7 22.0 4.4 United Kingdom (87.9) 
Australia (10.6) 
Trust Territory of the Pacific Islands . 48.13 481.3 240.7 120.3 United States (99.7) 
Western Samoa . 1.29 9.2 9.2 6.5 ADB (43.4) 
UNDP (31.0) 
Australia (22.5) 
All developing countries 9,916.22 5.8 17.9 2.8 


Sources: 


United Nations, Economic Survey of Asia and the Far East, 1973. 


UNCTAD, Report of the Panel of Experts on Developing Island Countries (TD/B/443/Add.1), July 1973; 


* Total grants and loans from abroad 1972/73. 
amount to about $US2.2 million annually. 


© Of which total, ODA was $US148.26 million. 


Table IX-10. DEVELOPING ISLANDS®?: CONSTITUTIONAL STATUS 
AND GEOGRAPHICAL POSITION 


Distance : 
a D h 
Constitutional status aa) hie oe adeus * iad eroup ai 
(km) im 

British Solomon Islands . British protectorate 28,446 800 New Guinea _1,570 
Cook Islands . New Zealand dependency with 2389 (1,700) Tahiti 1,120 

internal self-government 
Pees |. + ss « | Lodependent: dominion 18,272 520 New Caledonia 1,350 
Gilbert and Ellice Islands British Crown Colony 886 1,590 Marshalls 660 
Nauru Independent republic; member 

of Commonwealth 21 6 Gilberts 650 
Papua New Guinea . United Nations Trust Territory 

with internal self-government 461,691° (1,500) Australia (200) 
Tonga Constitutional monarchy 549 55 Fiji 770 
Trust Territory of the Pacific United Nations Trust Territory 

Islands administered by USA 1,779° 5,000 Guam 370 

Western Samoa . Independent sovereign state 2,842 180 Tonga 920 


UNCTAD, Report of the Panel of Experts on Developing Island Countries (TD/B/443/Add.1), July 1973; 
United Nations/UNCTAD, South Pacific Regional Transport Survey, July 1972; 
The Mercantile Marine Atlas. 

* Figures in brackets are estimates. 

? Land territory in kr? includes inter-island waters. 

© Unless otherwise specified, area estimates include inland waters. 

4 Land area. 

© Inhabited dry land area only. 


Sources: 


In addition, remittances from Cook Islanders living in New Zealand 


Distance from 
closes continent 
km 


3,380 
(4,400) 


2,850 
3,500 


3,000 


(200) 
3,700 


3,330 
4,020 
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Table IX-11. ASIAN LAND-LOCKED COUNTRIES: TRADE (RECORDED) 


Exports Exports Growth rate of export value Exports Imports Imports Growth rate of import value Imports 
value, as per- value value, as per- id value 
centage per capita 1972 centage per capita 
(million of GNP 1960/62- 1968- 1970- ($US) (million of GNP 1960/62- 1968- 1970- ($US) 
$US) 1971 1968/70 1971 19738 1972 $US) 1971 1968/70 1971 19738 1972 


Afphanistanl ..0 su Games 90 5.7 4.5 11.2 8.6 5 165 10.5 2.4 39... 213 9 
Laos toa tebe sah sh donk Go ain 3 15 25.1 0.0 —10.6 1 65 ea2.se ele 14.0 —17.1 21 
Mongolia . . Pal eal a 130 pie cies rn aise ae 157° 

Nepali tata Staseiert ese 30° 3.3 6.0 siete erdad 3 52° 58 —l.1 spe 8.5 5 


Total of all developing countries 71,900 17.4 7.1 11.8 23.3 41 69,300 16.7 6.2 11.6 18.6 39 


Sources: UNCTAD, document TD/B/515, tables 3 and 4; for Mongolia: United Nations, Statistical Yearbook, 1973. 


* UNCTAD secretariat, preliminary estimates. 
> Excluding shipments on credit. 
© 1970. 


Table IX-12. ASIAN LAND-LOCKED COUNTRIES: 
LEADING EXPORTS 


Percentage share in 


Commodity total exports of 

country 

Afghanistan (1970/71) . . . Dried fruits and nuts. . 23.7 
Waturdl gas ters on uss 16.9 

Hides and skins . . . 15.0 

Bhutan «, . 5 . . « « Agricultural products. . — 
Laos (1972). . «3 « Tia-in-concentrate — . 60.0 
Tunbersteer uae ern 37.0 

Mongolia (1970) . . . . Raw materials (plants and 58.2 


animal origin not for 
food production) 


Raw materials (for produc- 19.7 

tion of foodstuff) 
Nepal (2972/73)" ~.. 5. . Raw jute) “sursrnicente 46.9 
Jute'soods . 5. 4 so 30.8 


Sources: Afghanistan: Ministry of Commerce. 
Laos: Banque Nationale du Laos, Bulletin de Statistiques. 
Nepal: Nepal Rastra Bank, Quarterly Economic Bulletin. 
Mongolia: Europa Press, The Far East and Australasia, 1973. 
*® These are major exports to third countries. Nepal’s main trading 


partner is India and rice accounts for about 50 per cent of the recorded 
exports to India. 
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Chapter X 


POLICY OF SHORT-TERM AND IMMEDIATE CONCERN 
FOR THE ESCAP COUNTRIES 


The deterioration in the world economy in the 
last 18 months has changed the outlook for a 
large part of Asia from hopeful expectation of 
meeting the growth targets of the Second Develop- 
ment Decade to economic stagnation and starvation 
for millions of people. The main elements in the 
situation now facing the poorest and most populous 
countries of the ESCAP region are the grave food 
shortages, rampant inflation and critical balance of 
payments positions. Other countries, including most 
of those in east and southeast Asia whose export 
earnings rose and whose economies were buoyant 
in 1973, now face declining commodity prices as 
well as inflation and growing balance of payments 
problems. 


The countries of the region have reacted with 
'-a variety of policy packages in an endeavour to 
ameliorate these emergency situations. However, it 
is now clear that these problems are intractable 
and not amenable to short-term remedies. At best, 
the present efforts will buy time for individual 
countries and the international community to devise 
methods to ensure stability in the world economy 
and a better redistribution of the fruits of growth. 


(a) Food shortage 


This Review has examined the major problems 
in the Asia and Pacific region, both short-term and 
long-term, and the policies which countries have 
adopted since 1970. Of primary concern is the 
food shortage. 


Since the beginning of the decade, food pro- 
duction per capita has declined in most ESCAP 
countries. The exceptions are Malaysia, where it 
has increased, and Thailand, where its performance 
is a little better than stagnation. 


Production of inferior cereals, the food of the 
poorest in the region, has lagged behind that of 
rice and wheat. Although 1973 was a relatively 
good year after the disastrous production experiences 
in 1971 and 1972, regional and world food stocks 
are low and a poor current season is forecast. 
The food shortages are now combined with short- 
ages and very high prices of fertilizers and pesticides, 
which will tend to further reduce food output in 
the region. These burdens are greatest in countries 
historically dependent on food imports, leading to 


increased inflationary and balance of payments 
pressures. 


The situation affects most seriously the poorest 
in the population, particularly where food is rationed 
by price rises. Subsidized allocation of food sup- 
plies is at the mercy of the procurement and 
distribution system, which is poor in many countries. 


It is very difficult to remedy food shortages 
in the short run, except through efficient redistri- 
bution of existing world stocks. Many factors 
hinder the latter process both internationally and 
domestically. Added to these difficulties is the 
existence of inefficient stock-holding techniques in 
the region. Some international plans, mentioned 
below, are being made to distribute world food 
output more in line with world needs, and to make 
fertilizers available where the greatest shortages 
exist. It is hoped that these plans will bear fruit 
in 1975. 


A number of individual countries have taken 
measures, some compulsory, some voluntary, to 
build up national buffer stocks and control the 
distribution of essential food items. India and Sri 
Lanka, in particular, have implemented schemes to 
ration or distribute subsidized food. The practi- 
cality of these schemes depends on the ability of 
Governments to maintain adequate stocks, either by 
domestic procurement or from imports. The pro- 
grammes are constrained not only by physical 
availability but by inflation, the lack of efficient 
control machinery and shortage of foreign exchange. 


Furthermore, in some countries where food 
shortages have existed for some time, it is very 
difficult to procure and redistribute any increase in 
domestic output. Any production increase by small 
farmers tends to be consumed by them. Large 
farmers are inclined to hoard increased output rather 
than sell it to the Government at prices that are 
usually below those prevailing in the private market. 
Distribution is also hampered by the paucity of 
transport facilities to food-deficit areas and in some 
countries the increased cost of oil. Thus, at the 
national level, short of radical and yet comprehen- 
sive redistributive measures, problems of food 
shortage cannot be solved even partially in most 
food-deficit countries of the region. Even such 
measures would be effective only temporarily as 
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emergency measures. Real solutions to the pro- 
blems of food shortage will require long-term 
measures to increase food production and improve 
food distribution, including necessary institutional 
reforms, as discussed earlier in chapter III. 


(b) Inflation 


World infiation has accelerated considerably in 
the last two years. The situation varies among 
countries of the ESCAP region but in all cases 
prices are rising rapidly —for Asia as a whole by 
7 per cent in 1972, 19 per cent in 1973 and 31 per 
cent for the year ending March 1974.1 These rates 
are higher than those for developed countries. 


It is not easy to isolate the factors contributing 
to the present rapid inflation. Expansion in indus- 
trial countries in 1972 and 1973 was ineffectively 
controlled, resulting in an upsurge in global demand 
for raw materials and increased prices for exports 
to developing countries, particularly for fertilizers. 
Added to this was the rise in food prices resulting 
from serious crop failures in the region and else- 
where. There has been the dramatic increase in 
imported cost of oil and the escalation in prices of 
products and services which depend upon it. It is 
true that some of these pressures have originated 
outside the developing countries of the region and 
therefore have been very difficult to control. How- 
ever, the inflationary process has now been inter- 
nalized and its effects are persistent and pervasive. 
In fact, the momentum which has now built up 
dilutes the contractionary effect of the recent declines 
in raw material prices. 


As usual, of course, it is the poor who suffer 
most — developing countries more than developed 
and the poorer sections of the population rather 
than the better off. As inflation gathers momentum, 
private investible funds tend to move out of pro- 
ductive activity into real estate or to become locked 
in inventories. Public development expenditure is 
reduced in real, and perhaps absolute, terms if 
efforts are made to reduce budgetary deficits by 
cutting expenditure. Social expenditures, which 
should mainly benefit the poor, are often the first 
to be curtailed. The rising cost of living has led 
to widespread industrial unrest in many countries, 
in some cases threatening the stability of the 
Government. As living standards decline further 
and the poor become more desperate, serious social 
upheavals can be expected. 


The policies which have been effected in the 
ESCAP developing countries to counter inflation run 
the whole gamut — from policies to ameliorate the 


1 IMF, Annual Report, 1974, p. 6. 


worse effects of the price rises to policies designed 
to counter more basic aspects of the inflation itself. 
In the former category, many countries have sub- 
sidized essential consumer goods and services and 
increased minimum wage levels, in the latter are 
price supports to raise output, monetary controls 
including radical interest rate changes, partial prices 
and incomes policies, fiscal measures and trade and 
foreign exchange policies. However, countries have 
often ended up with a basket of interacting and 
conflicting policies, each one effected on an ad hoc 
basis by different and unco-ordinated arms of the 
government machinery. 


Some of the standard anti-inflationary policies 
used in developed countries are less effective when 
applied under the conditions existing in developing 
countries. The use of interest rate policies, for 
example, may be only partially effective because 
a large portion of a country’s money market is 
outside the direct influence of the Government. 
Interest rates in the informal money market are 
already high. Effective anti-inflationary interest rate 
policies would require institutional changes to in- 
crease government control of the money market. 
These are not possible in the short run. 


Effective fiscal policies to achieve a significant 
budgetary surplus are often only possible if taxes 
are raised on traded commodities. Under the 
circumstances, increased import taxes are fuel to 
inflation, so that a tax on exports is considered 
more appropriate from an anti-inflationary point of 
view. In most ESCAP developing countries, how- 
ever, such a measure would penalize the farmer — 
the poorest section of the community — and reduce 
incentives in the agricultural sector. 


In a country where government trading is 
significant and the government bureaucracy efficient, 
price controls on essential commodities may be an 
effective measure, especially when combined with 
increased taxes on luxury items. 


Mention will be made later of possible conflicts 
between policies to counter inflation and the other 
critical problems. Here, however, we should note 
the conflicts existing within the anti-inflationary 
policy basket. Because of the crude state of the 
economic art, developing countries and industrial 
countries alike face a conflict between stabilization 
and welfare. However, the position of developing 
countries is worse because of the lack of policy 
flexibility within their economies; because their 
economies are less sensitive to the standard prescrip- 
tions of monetary and fiscal measures; because 
unemployment is already high, and because the mass 
of their people are not able to “tighten their belts” 
any further. On welfare grounds there is justifica- 
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tion for the subsidization of consumer goods, even 
if they may increase pressure for inflationary 
financing. Of course, this justification is relevant 
only if these items form an important part of the 
budget of the masses. Fiscal policies should con- 
centrate in the short term on excise taxes on luxury 
items, while monetary policy should emphasize 
direct controls. 


(c) Balance of payments 


Recent trends in world prices have to a varying 
degree affected the balance of payments of develop- 
ing countries in the ESCAP region. For example, 
there is a marked contrast between the situation of 
the oil-exporting countries, Iran and Indonesia, and 
the oil-importing countries. Within the latter group, 
moreover, the countries in east and southeast Asia 
have benefited until recently from rising commodity 
prices and/or rapid growth, while the south Asian 
countries are net importers of cereals and their 
exports did not share in the 1972-1973 boom in 
commodity prices. 


Since early 1973 all countries in the region, 
including the oil-exporting countries, have ex- 
perienced mounting import bills, due either to the 
petroleum price rises or the impact of world inflation 
on the price of their other imports or both. In 
must countries these import payments are beyond 
their normal earning capacity. The difference be- 
tween countries in the urgency of their present 
positions depends upon the size of their international 
reserves. In the long run, efforts will be made to 
promote exports and to restructure the economies 
so as to be more self-reliant, but, in the short run, 
those countries which have achieved balance of 
payments surpluses in the past have no alternative 
but to dip into reserves. For the other countries, 
where income are lowest, food shortages serious, 
and foreign exchange reserves minimal, cutbacks in 
imports would impose an impossible burden on their 
already impoverished population. Here, emergency 
aid on a concessional basis is essential, whether from 
traditional or from new donors. 


The deterioration in the over-all balance of 
payments situation of most countries of the region 
in 1974 has called forth a number of measures, 
including a tightening of import controls and ex- 
change restrictions, as discussed in chapter VIII, 
above. A number of countries have also endea- 
voured to meet the situation by negotiating bilateral 
agreements with oil-exporting countries to supply 
oil on special terms or with special financing 
arrangements. Others have seen the sudden riches 
of the oil-exporters as an opportunity to increase 
their exports and have been successful in making 
bilateral trading agreements. At the national level, 


short-term export promotion through such agree- 
ments is the most positive’ answer to the problems. 
Every effort should be made by Governments to 
pursue their interests vigorously with the oil-rich 
and industrial countries. 


(d) Co-ordination of policies 


The handling of the mix of various policies 
to ameliorate the position of the developing coun- 
tries of the region in the short term requires a 
delicacy and co-ordination on the part of policy- 
making institutions that is rare even in developed 
countries. Inflation requires a combination of 
measures to dampen internal price rises and to 
shield the country from external price rises as far 
as possible without imposing too heavy a burden 
on the masses of the people. Balance of payments 
pressures require the promotion of production for 
export without exacerbating domestic inflationary 
effects. Also required is firm control of factors in 
the balance of payments without reducing the inflow 
of essential capital goods and without discouraging 
needed private foreign investment. The encourage- 
ment of food production in food-deficit countries 
probably requires the subsidization of agricultural 
inputs and expanded development expenditure and 
incentives in the rural areas, while keeping a tight 
hold on deficit financing. The effects of the deepen- 
ing recession in developed countries on developing 
countries require the careful co-ordination of anti- 
inflationary and anti-recessionary policies. 


The old spectre arises of the possible clash 
between policies for domestic and external stability. 
The ESCAP developing countries which do have 
some “‘cushion”’ in their international reserves should 
be careful to ensure that anti-inflationary domestic 
policies do not lead to the equivalent effect on 
reserves as a depreciation of their exchange rates. 


(e) Effect on economic growth 


Most authorities now believe that the adjust- 
ments necessary for stability cannot be successful 
without a deleterious effect on the rate of economic 
growth. Growth in the ESCAP countries that contain 
80 per cent of the region’s population (excluding 
China) was sluggish or non-existent even in the 
first few years of the decade. There is no doubt 
that recent restrictive policies to fight inflation and 
balance of payments deterioration will make the 
outlook in these countries even worse. In the 
countries of the region which had been able to 
meet the Second Development Decade annual growth 
targets between 1970 and 1973 there are now also 
signs of a slow-down in 1974. Unemployment is 
expected to increase; measures to relieve mass 
poverty, always easier in an expanding economy, 
will be more difficult. 
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In the industrial countries, the decline in 
economic growth was evident by mid-1973. This 
was due to a number of factors, including the tight 
policies aimed at containing the boom in 1972 and 
early-1973, and the slowing in output increases as 
demand expanded and bottlenecks began to appear. 
Events of late-1973 and early-1974 added to the 
slow-down as costs increased, anti-inflationary mea- 
sures were tightened and unemployment rose. 


These influences are now being felt by non- 
oil-producing developing countries, adding to the 
dampening effect of their own domestic policies. 
A great deal will depend on the economic situation 
in industrial countries in late-1974 and 1975. In 
mid-1974, the International Monetary Fund (IMF) 
stated that it had found in its discussions that 
officials of industrial countries still considered infla- 
tion to be the “dominant problem of economic 
policy.”? Japan’s annual economic White Paper 
has also indicated inflation to be the ccuntry’s main 
problem and stressed the need for a lower economic 
growth rate. In addition, IMF puts a greater 
emphasis on the need for policies to control inflation, 
despite the resulting lesser emphasis to be placed 
on growth and employment objectives. World 
economic conditions are changing with startling 
rapidity, however. By the end of 1974, many 
industrial countries were concerned with the in- 
creasing evidence of a slow-down, and particularly 
with its effect on small businesses and unemploy- 
ment. 


It is difficult at this stage to predict the 
effectiveness of anti-inflationary policies in the 
industrial countries. On the one hand, they need 
to be strong enough to deal with very serious price 
increases, as, for example, the tripling of petroleum 
prices. On the other hand, they need to be sensitive 
and flexible enough not to exacerbate the present 
recessionary tendencies. The economic situation in 
developed countries is crucial for the developing 
world. Inter alia, every effort should be made for 
industrial countries to maintain their imports from 
developing countries, not only for the latter’s benefits 
but also to help hold price rises down in their 
own countries. 


(f) Flow of funds from oil-exporting countries 


A growing problem for the world economy is 
the recycling of the massive current account surplus 
of the major oil-exporting countries, which IMF 
estimates to be $60,000 million higher in 1974 than 
in 1973. Some oil-exporting countries, particularly 
Indonesia in this region, with large populations and 
low per capita incomes, will need these additional 


2 Ibid., p. 7. 


resources for their domestic development. Other 
oil-exporting countries will find it more difficult to 
absorb resources in anything like the magnitude of 
their present current account surpluses. The need 
is for these funds to be recycled in a triangular 
arrangement so that they support the current account 
deficits of individual oil-importing countries and the 
development efforts of the developing countries. 


To date, it appears that, with the exception 
of a national development fund in some oil-exporting 
countries, most of these funds have been channelled 
through the international banking system. However, 
the ability of the international financial institutions 
to cope with these enormous flows for any length 
of time is questionable. The international banking 
infrastructure is mainly geared to servicing capital 
flows among developed and between developed and 
developing countries, not among developing coun- 
tries. If there is some dissatisfaction with the ability 
of these institutions even to handle the flows to 
industrial countries, the facilities are clearly not 
adequate to meet the needs of the developing coun- 
tries, particularly as their main need in the short 
run is for balance of payments support on con- 
cessional terms. Although the off-shore capital 
market has grown very rapidly in certain parts of 
Asia in the last few years and could absorb some 
funds from oil-exporting countries, the market is 
appropriate for medium-term and long-term deve- 
lopment capital and mainly for large corporations. 
If financing is made available to Governments, it 
would be for bankable projects only. 


Several ESCAP countries have entered into 
intergovernmental agreements with oil-exporting 
countries involving the transfer of funds for various 
purposes. However, direct foreign aid from these 
countries is largely on a project basis and its effects 
will therefore be felt only in the long term. 


The new riches of the oil-producing countries 
open up opportunities for other developing countries 
to expand their exports and thus contribute to the 
improvement in their balance of payments. In the 
ESCAP region, the potentially vast market of Indo- 
nesia presents an opportunity and a challenge. 
Chapter IV has mentioned several barter deals 
already negotiated between oil-exporters and ESCAP 
developing countries. 


(g) International action to assist developing 
countries 


The international community is endeavouring 
in a number of ways to assist developing countries 
to cope with the present situation. For the ESCAP 
region, several proposals have been made for imple- 
mentation in the short term. These include the 
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identification and development of non-conventional 
energy resources, assistance to Governments in the 
improved utilization of organic manures, preparation 
and evaluation of projects for regional co-operation 
in chemical fertilizer production and supply, and 
regional co-operation to expand the production and 
trade of inferior foodgrains and pulses. 


At the international level, the United Nations 
General Assembly at its special session in 1974 
established the United Nations Emergency Opera- 
tion® to provide assistance to the most seriously 
affected developing countries in maintaining the flow 
of essential imports over the following 12 months. 
The General Assembly also established a special 
fund to provide emergency relief and development 
assistance, but with a broader and longer-term 
perspective, to commence operations by January 
1975. 


On 27 September 1974, the United Nations 
Secretary-General estimated the needs of the “‘most 
severely affected countries” to be $US 4.6 billion in 
1974 and 1975. In the ESCAP region, these coun- 
tries are Bangladesh, India, the Khmer Republic,* 
Laos, Pakistan and Sri Lanka. It was reported 
that, as of 3 December 1974, $US 2,704 million had 
been committed for bilateral and multilateral emer- 
gency assistance in addition to the $US 500 million 
conditional commitment by EEC and the additional 
food aid announced by the President of the United 
States on 18 October 1974. Of this total, $US 224 
million would be channelled through the United 
Nations. 


Two actions have been taken by IMF. On 13 
June 1974, it established the ‘“‘oil facility”, as 
described in chapter VI above, to make additional 
financial assistance available to member countries 
to help them in meeting the impact on their balance 
of payments of increases in the costs of petroleum 
and petroleum products. By early November 1974, 
borrowing agreements had made over SDR 2.95 
billion available. By early December, 32 member 
countries had purchased the equivalent of SDR 
1,571.3 million. Among these were Bangladesh, 
Fiji, New Zealand, Pakistan, the Republic of Korea 
and Sri Lanka from the ESCAP region. 


In mid-September, IMF established an ‘‘extend- 
ed facility” to provide balance of payments support 
for up to three years, whereas the usual duration 
of a stand-by arrangement does not exceed 12 
months. It will also provide amounts larger in 
relation to quotas than has previously been the 
practice. 


$ General Assembly, sixth special session, resolution 3202. 
4 Now Cambodia. 


‘On the food front, a number of proposals for 
international assistance and long-term adjustments 
were considered at the United Nations World Food 
Conference in November 1974. The problems re- 
garding food aid are discussed in chapter III above. 
Here we mention only the request of the Conference 
that a World Food Council® be established by the 
United Nations General Assembly to co-ordinate 
and follow up policies concerned with food and 
related matters, and Conference’s approval of the 
establishment of an international Fund for Agricul- 
tural Development. This fund, to be supported 
on a voluntary basis, is a long-term programme to 
help developing countries increase their own agri- 
cultural production through use of new methods, 
seeds and technology. 


At the end of November, a FAO-sponsored 
meeting of major grain exporting and importing 
countries discussed the supply of food to meet 
existing emergency needs in south Asia and Africa. 
However, arrangements for financing the needed 
and available grain were not completed. 


Earlier in July, FAO had established an Inter- 
national Fertilizer Supply Scheme’ as an emergency 
measure to increase the supply of fertilizers to 
developing countries. Its operations will include the 
establishment of a fertilizer pool and the mobiliza- 
tion of financial and technical assistance for the 
purchase of fertilizers and the improvement of 
domestic fertilizer production in developing coun- 
tries. 


It is true that efforts are being made to marshall 
emergency assistance for the developing countries, 
but, as yet, these efforts do not begin to match the 
needs as assessed by international authorities. The 
IMF schemes, though laudable, will add to the debt 
burden of participating countries, when their need 
is for grant and grant-like aid. At a time when 
the needs have never been greater, the Development 
Assistance Committee estimated that total flows of 
official development assistance declined by 6 per 
cent in real terms in 1973 and expected that they 
will have declined further in 1974.8 Concessionary 
aid is also expected to decline. 


The main problems discussed here — inflation, 
balance of payments pressures and food shortages 
—will not be solved in the short term. it is 
unlikely that petroleum prices will decline, and 
IBRD analysis indicates that the developing coun- 
tries cannot change their present pattern of pro- 


5 Resolution XXII. 
6 Resolution XIII. 
7 FAO, resolution 1/63, July 1974. 
8 IBRD, Annual Report, 1974, p. 8. 
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duction and consumption of energy before the early 
1980s.2. The net oil bill for petroleum importers 
of the region may be $US 4,000-$US 5,000 million 
higher in 1974 than in 1973. Many officials in 
major industrial countries which have launched 
anti-inflation programmes do not expect to be able 
to bring their rates of inflation to acceptable levels 
within the next year. Prices of industrial imports 
from developed countries are therefore likely to 
remain high and climb during that period. With 
regard to balance of payments pressures, there 
appears to be no break in the depressed market 
for the major export commodities of south Asia. 
In addition, the recent boom in many raw material 
prices that are important exports of other countries 
of the region is over. Demand for these commodi- 
ties will be affected by the extent of the contraction 


® Ibid., p. 12 and p. 38. 


in economic activity in the industrial countries. 
Food shortages will persist. The current year is 
expected to produce another bad harvest in south 
Asia, and world stocks are seriously depleted. 
There is discussion among meteorologists that the 
current poor weather may presage an extended 
period of drought and temperature declines. Ferti- 
lizers and pesticides will remain in short supply and 
high-priced on the world market for the next few 
years. 


The short-term outlook in the ESCAP region 
is therefore for reduced growth rates and declining 
welfare. Some countries have the reserves to wea- 
ther the storm and emerge with a restructured 
development strategy. The only hope of the citizens 
of other countries in the short run is massive 
emergency aid. 
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Chapter XI 


GUIDELINES FOR CHANGES IN DEVELOPMENT STRATEGIES: 
PLANNING FOR THE MASSES 


(a) The need for planning for the masses 


The basic long-run problems facing certain 
developing countries of the ESCAP region have 
been highlighted in parts I and II of the Review. 
It has been shown that the growth performance 
which appeared satisfactory for the region as a 
whole in the 1960s has been disappointing in the 
first three years of the Second Development Decade. 
The advent of high-yielding fertilizer-responsive 
varieties of grain seems to have lost its promise of 
ushering in a new era of prosperity for the rural 
masses; industrial development — after registering 
notable growth rates and indeed being the mainstay 
of the satisfactory over-all growth performance — 
has shown halting progress; the promises and ex- 
pectations that the developed countries would 
support the development effort of the developing 
countries — by sharing the fruits of their high level 
of development in the form of development assis- 
tance — have remained largely unfulfilled. 


Several developing countries in the region now 
find themselves facing acute problems of mass 
poverty, unemployment and underemployment, in- 
equality of income distribution and concomitant 
growing social tensions. In some countries, the 
standard of living of a staggering proportion of the 
population, involving hundreds of millions of people 
in the lower-income classes, is intolerably low. Even 
in countries where poverty is less acute, inequalities 
of income and wealth continue to worsen. These 
problems are being exacerbated by the largely 
unchecked growth of populations and labour forces. 
The present inflationary forces and rampant short- 
ages of food and raw materials have aggravated 
an already untenable situation. Further downward 
adjustment in the standard of living for the poor 
in the poorest countries would mean not merely 
inconvenience but appalling deprivation; and, for 
millions of individuals in these countries, it would 
simply mean death. Moreover, at the international 
level, the gap between rich and poor nations con- 
tinues to widen. 


The situation is sufficiently desperate to make 
apparent the need for urgent and radical solutions. 
Such solutions would necessarily involve a radical 
reorientation of development strategies, with the 
basic goal of providing certain minimum levels of 
social well-being for the masses. Indeed, it would 


involve what may be called “planning for the 
masses’’, i.e. for those living below and near the 
subsistence level of living, or located at the bottom 
end of the income scale. What is implied is a 
strategy which directs the thrust of development 
efforts towards the lower end of the income scale. 
Evidently, this new focus would involve more than 
simple adjustments in the existing strategies and 
their implementation. It would imply a complete 
refashioning of the goals of planning; fundamental 
changes in the basic institutional framework; the 
reorientation of priorities, investment allocations, 
choices of technology, structures of production and 
external trade; and realignment of sectoral and other 
policies. 


The planning for the masses would, however, 
mean a continued emphasis on the adequate growth 
of per capita output, capital accumulation by en- 
larged domestic efforts, industrialization through 
appropriate development, transfer and adaptation of 
appropriate technology and the transformation and 
modernization of agriculture. 


(b) Emerging consensus for planning for the masses 


There has been a widespread change in attitudes 
towards development among economic and social 
scientists and planners. A consensus seems to have 
emerged on the need to adopt a broader approach 
to the development process; to examine the nature 
of interrelationships among economic, social, poli- 
tical and cultural factors in explaining the develop- 
ment process; to recognize the vital importance in 
the developmental effort of the people’s participation 
which has frequently been prevented by archaic 
power structures and institutional frameworks; and 
to reorganize the existing institutions for the most 
efficient implementation of the planning. The em- 
erging consensus is reflected in the growing concern 
with “unified planning” in the developing countries. 
It is also reflected in current development plans of 
several ESCAP developing countries. The strate- 
gies underlying some of these plans incorporate 
many elements of planning for the masses. Indeed, 
there is a gradual realization of the crucial im- 
portance of planning for growth and social justice. 


The emerging consensus also implies an in- 
dictment of the growth-dominated and efficiency- 
motivated strategies, in which development perform- 


182 Part Three. General Policy Guidelines and A New Look 


ance is judged exclusively in terms of growth in 
per capita GDP. Such strategies have failed to 
tackle the basic problems of growth, employment 
and income distribution. In conventional economic 
planning, unrealistic assumptions were often made 
about motivation and access to resources, which 
would have been obviously unacceptable in the 
context of broadly-based planning. For example, 
concern with education as such has resulted in 
curricula which do not prepare people for their 
probable economic roles; family planning has fre- 
quently been isolated from health; and technology 
proposals often bear little relationship either to 
economic needs or to population capacities. More- 
over, political commitments to particular develop- 
ment styles have prevented adjustments in economic 
policies. Indeed, economic growth on the one hand, 
and employment, income distribution and_ social 
justice on the other, have been viewed as competing 
goals, and the trade-offs have often been exaggerated. 
The basically ad hoc or “‘marginal” measures taken 
for the benefit of the poor were mostly not effective 
or benefited the not-so-poor instead. In the process, 
certain well-intentioned initiatives for greater social 
justice, such as progressive taxation and land reform, 
have become debased. 


(c) Planning for the masses 


Planning for the masses would involve funda- 
mental changes in the existing strategies, priorities, 
planning techniques and frameworks. Unfortunate- 
ly, a fully acceptable analytical framework to help 
determine the relevant interrelationships between 
different variables and the nature and extent of 
poverty is still not available. Moreover, the statis- 
tical information describing the characteristics of 
the poor (their location, sources of income, pattern 
of consumption, levels of nutrition, access to 
productive assets and education) is extremely 
fragmentary. Indeed, there is an urgent need for 
efforts to be made to improve the data situation, 
as well as the analytical framework, so that neces- 
sary planning techniques might be evolved and policy 
formation become better informed, better directed 
and effectively implemented. 


While the complexion of the new focus will 
vary from country to country depending upon 
particular institutional and political constraints, there 
are several elements of the planning for the masses 
which will be important in most situations. 


(i) The basic goal of planning must be specified 
as raising the standard of living, of, say, the “bottom 
40 per cent” of the people far more than improving 
the level of living of the top 20 per cent. This 
goal should be broken down into specific targets 
by appropriate identification of the beneficiaries 


(landless labourers, smail farmers, urban slum 
dwellers, unemployed and underemployed, etc.), 
their basic needs (employment, nutrition and health, 
education, etc.) and their regional pattern. 


(ii) Reallocation of investment will be neces- 
sary in accordance with the basic objective and 
recognizing the needs for domestic capacity creation 
in key industries and the transformation of agri- 
culture. 


(iii) Priorities will have to be reordered in 
production and consumption in line with the new 
emphasis. This will involve a decision shift towards 
the production of goods forsmass consumption, those 
needed to sustain and supplement the living of the 
masses, and away from the existing pattern heavily 
biased in favour of goods for those in the higher- 
income classes. 


(iv) Trade will need to be restructured in line 
with the reordered needs. This may involve curtail- 
ment of the import of luxury goods and greater 
emphasis on the import of appropriate capital goods 
and basic raw materials. The aim would be to 
sustain production capacities in existing industries, 
to provide for those industries to be created, and 
to create exports and generate exportable surpluses 
by tackling both domestic and international rest- 
raints. This must be supplemented by appropriate 
adjustments in trade and exchange rate policies in 
order to remove the bias in the relative factor 
prices and change the pattern of capital formation. 
This would involve a check on increases in capital 
intensity, improvement in the utilization of existing 
production capacity, and the promotion of labour- 
intensive export industries. 


(v) The choice of technology should be re- 
examined in order to emphasize the maximum use 
of domestic resources, and creation of domestic 
technology. Appropriate adaptation of the techno- 
logy should be made in line with the given factor 
proportions, and its transfer should occur on the 
basis of the real scarcity of factors (as reflected 
in appropriate cost-benefit analysis based on their 
intrinsic values). This would also mean building 
up institutional arrangements for evaluating available 
alternatives (types as well as sources) for selection 
of imported technology in areas where indigenous 
technology and expertise does not exist. 


(vi) Industry would remain the most dynamic 
sector of the economy since it is the one in which 
productivity usually increases at a rapid rate. In- 
dustry supports the development of other sectors by 
generating skills and organization, and its expansion 
would remain vital for achieving rapid growth. 


Chapter XI. Guidelines for Changes in Development Strategies 183 


Certain forms of production, such as those of steel, 
coal, non-ferrous metals, cement and fertilizer, would 
form the “‘core” or “‘key” part of the pattern of 
growth because of their contribution to the supply 
of inputs needed to achieve the necessary increases 
in the production of the wage goods. These sections 
of industry will necessarily be heavily capital-inten- 
sive. Development of productive capacity in these 
key industries will also lead to self-reliance. 


However, the implicit changes in the output- 
mix, namely to emphasize the production of goods 
for mass consumption, such as coarse cloth, shoes 
and simple utensils, would evidently involve greater 
over-all labour-intensity. Small-scale industry should 
play an important role in such cases, although it 
will have to be relieved from its present low- 
productivity status as a large bottom layer of the 
manufacturing sector. Suitable capital-stretching 
should achieve this. On the other hand, strategic 
change should not necessarily involve capital-shall- 
owing in the large-scale manufacturing sector, but 
rather a transfer to the small-scale sector of certain 
functions which are inherently more labour-intensive. 
In some cases, it may be better to have less capital 
in some capital-intensive (large-scale) industries and 
more capital in some labour-intensive (small-scale) 
industries. Such changes will have to be strengthen- 
ed by forging appropriate links between the two 
groups and by removing the existing dualism in the 
wage and productivity structure. 


(vii) The rapid transformation of agriculture, 
with a view to raising productivity, would form 
the crux of the new effort, on account of agriculture’s 
twin roles of supplier of the food and raw material 
for the production of mass consumption goods and 
generator of employment opportunities to absorb 
the rapidly rising labour force, most of which cannot 
be accommodated in the industrial sector. The 
favourable impact that increasing agricultural pro- 
ductivity has on employment has been substantiated 
from the available evidence in the region. Hence, 
the potential of the high-yielding varieties of grain 
remains to be fully exploited. While the impact 
of the “green revolution’”’ has been disappointing in 
some cases, the inherent potential productivity of 
the fertilizer-responsive high-yielding varieties has 
been proved. However, without drastic changes in 
the organizational framework, particularly for the 
distribution of inputs, this potential cannot be ex- 
ploited fully. 


The necessary conditions for the transformation 
will include expanding the scope of the high-yielding 
seed and fertilizer technology to crops other than 
wheat and rice, and developing appropriate techni- 
ques for the “dry” areas by developing specific 


technology for such areas as well as seed and 
fertilizer technology. More expenditure, therefore, 
will be needed for research on the development of 
agriculture. The inherent “large farmer’ bias of 
the seed and fertilizer technology will have to be 
revised by appropriate measures. Special measures 
will have to be directed to the small and ‘‘marginal” 
farmers who have proved to be more productive, 
as well as careful allocators of their scarce resources. 
Landless labourers, who form a significant propor- 
tion of the agricultural labour-force in many coun- 
tries, would need to be provided for. Thus, 
sufficient employment opportunities will need to be 
generated in agricultural and non-agricultural voca- 
tions, including integrated public works programmes 
within the rural sector, and appropriate land 
redistribution will need to be carried out wherever 
possible. A careful balance will have to be struck 
between the pressures for generating employment 
and the modernization of agricultural processes by 
means of mechanizing selective processes, i.e. those 
in which mechanization is complementary and not 
a substitute for labour. 


There is still considerable scope for raising 
agricultural productivity within the existing frame- 
work through appropriate changes in cropping 
patterns; increase in cropping intensity by multiple 
cropping; efficient use of available local inputs 
(particularly water); product diversification; and 
developing livestock and poultry. These measures 
should help alleviate seasonal unemployment (a 
common phenomenon in Asian agriculture) and 
also promote employment and productivity in agri- 
culture in general. Indeed, there is a strong case 
for integrated rural development encompassing all 
activities related with or affecting the incomes in 
the rural sector, including cultivation, the raising 
of livestock and poultry, the processing of agricul- 
tural raw material, the production and repair of 
tools and equipment, handicraft and other servicing 
activities, and supplementary public works pro- 
grammes. 


(viii) Successful planning for the masses will 
depend critically on the use of effective policy 
instruments. Indeed, the scope for policy interven- 
tion could be very wide because of the multidimen- 
sional nature of the income distribution-, employ- 
ment- and growth-related objectives within the 
planning for the masses approach. Policy instru- 
ments will be needed to influence the determination 
of factor prices, particularly to remove the distorted 
relative prices of capital vis-a-vis labour, factor 
utilization in appropriate combinations, the concen- 
tration pattern of the productive assets and genera- 
tion of labour skills, the state of technology, and 
production patterns and structures. 
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These influences could be exercised by fiscal 
instruments, such as taxation of personal income 
and wealth; by the provision of “public goods” 
or subsidies and transfer payments which affect 
income and wealth distribution directly; by direct 
and indirect price interventions comprising measures 
affecting the prices of labour or capital or both, 
or of inputs and outputs; by the redistribution of 
land and other forms of wealth among lower-income 
households; by public ownership of the factors of 
production; and by adopting specific measures, such 
as education, for promoting human capital, and 
the provision of basic amenities for the poor, such 
as supplies of drinking water. 


Evidently, these policy instruments do not have 
distinct effects, but are interdependent and often 
overlap. Some of them may be both complementary 
and competitive. However, the multiplicity of policy 
instruments may be used to advantage to tackle the 
multiplicity of objectives, and the policy-mix will 
vary from one situation to another, depending upon 
the particular constraints present. 


Most of these policy instruments have been 
adopted by various ESCAP developing countries 
in one form or another and with varying degrees 
of success. However, their effectiveness would have 
to improve considerably to fill the need dictated by 
the new approach. A vital part of the policy-mix 
would consist of policy instruments designed to 
reverse existing trends which are contradictory to 
the requirements of planning for the masses. 


The necessary changes in the pattern of pro- 
duction, including their location, could be achieved 
through fiscal instruments in certain countries, while 
more specific and direct intervention by the Govern- 
ment may be necessary in others. The goal for 
such intervention, of course, would be to produce 
sufficient goods for mass consumption throughout 
the country. In certain cases, these efforts will 
have to be supported by efficient arrangement for 
the procurement and distribution of selected basic 
wage goods at reasonably stable prices in order to 
contain inflationary pressures. 


In this context, the greatest contribution of 
fiscal instruments will be through the mobilization 
of resources which by far will remain the major 
constraint for planning for the masses, and their 
transfer into productive activities that have high 
distributive implications. This will need to be done 
without generating inflationary pressures. To fin- 
ance public goods, the following will be necessary: 
vigorous and effective use of fast-acting income and 
wealth taxation; taxation of capital gains; a diffe- 
rentiated system of excise and sales taxation falling 
selectively on the final consumption of goods outside 


the consumption basket of the poor and. intermediate 
goods entering into their production; and intensive 
agricultural taxation. The public goods include: 
education, health and nutrition; the productive public 
works programmes integral to planning for the 
masses; infrastructural development and mainten- 
ance, such as irrigation systems, roads and low-cost 
subsidized housing; and economic services. 


A greater contribution by the public sector to 
the creation of resources will have to be ensured 
by appropriate pricing policies and measures for 
improving its efficiency, such as appropriate manage- 
ment and organizational reforms including greater 
autonomy, workers’ participation, etc. Resources 
would also be generated by careful restraints on 
non-essential public consumption expenditure. A 
package of incentives and disincentives will have 
to be devised both to promote private savings and 
to direct the flow of private saving and investment 
into preferred areas. 


The development and mobilization of human 
resources will have to be achieved by drastic 
reorientation of education and educational policies. 
Education is a labour-intensive activity and, if well- 
programmed, can substantially contribute to in- 
creased over-all productivity and, at the same time, 
provide the basis for greater equality. The obvious 
lines of action in this regard will be greater emphasis 
on primary education, vocational and teacher train- 
ing and non-formal education, and on making formal 
education more relevant and productive and less 
wasteful. Improvement of education in rural areas, 
so far the most neglected component of educational 
systems, will have to be accorded top priority, 


(ix) One of the major factors leading to the 
failure of development plans in the past has been 
the lack of implementation, which in turn resulted 
from the incapacity of archaic and bureaucratic 
institutional systems. The inadequacy of these 
systems has been aggravated by the lack of trained 
personnel at appropriate levels in terms of national 
requirements. Thus, the commitment to planning 
for the masses involves substantial institutional 
changes. 


The fundamental elements of the reorganized 
institutional framework would include: decentraliza- 
tion of decision-making to the “grass-root” level; 
crucial linkages of the decentralized framework 
within the over-all institutional hierarchy for a close 
co-ordination in plan formulation and implementa- 
tion, as well as a continuous monitoring and evalua- 
tion of plan performance; emphasis on self-reliance 
so that both material and human local resources 
are fully utilized and developed; and, finally, mass 
participation at the “grass-root” level. 


Chapter XI. Guidelines for Changes in Development Strategies 185 


Mobilization of mass participation is a crucial 
element in planning for the masses. Such mobil- 
ization presupposes substantial changes in existing 
forms of administrative and institutional framework 
as well as power structure. It will have to start 
from very low “‘grass-root’” level and its scope 
should be broad enough to cover all stages of the 
development process, decision-making and imple- 
mentation. Avenues for participation should be 
accessible to the lower groups and must be fully 
representative in character. The sense of involve- 
ment and the motivation to participate must come 
from the masses themselves. It is possible to create 
and enhance motivation to participation by tying 
the latter with technological innovation, ¢.g. “green 
revolution’’; institutional reforms, e.g. land reforms; 
organizational changes, e.g. co-operative develop- 
ment in production, marketing, etc.; social reforms, 
e.g. country development. When participation is 
made purposive, the inherent conflicts of interests 
that arise at the “‘grass-root’’ level in the process 
could be minimized. 


In making this plea for planning for the masses, 
it is recognized that the developing countries in the 
ESCAP region differ significantly in economic 
environment, socio-political conditions, resources 
endowment and patterns and styles of developments. 
Each country faces widely different sets of internal 
and external constraints and differs considerably in 
the current standing of its planning cycle. The 
problem of resources, which has since been aggra- 
vated, is still the critical bottleneck of development 
in most developing countries, and the need for a 
high rate of capital formation remains as acute as 


ever. In describing planning for the masses, no 
rigid generalizations can be made to cover all the 
developing countries that have desperate economic 
and socio-political conditions. The countries will 
differ in how they deal with the situation, and their 
success in doing so will depend partly on the 
rigour with which they reorder their priorities, the 
nature of their existing institutional framework and 
the degree to which they succeed in mobilizing 
participation and involving the masses. However, 
substantial changes in the existing institutional 
framework will be necessary, and a decision to make 
such changes will have to be made by the developing 
countries if they are serious about the well-being 
of their masses. 


It is also evident that the major responsibility 
for finding feasible solutions rests with the developing 
countries: with their Governments, peoples and other 
national organizations. However, substantive sup- 
port from the international community will be 
absolutely vital. It would involve the restructuring 
of international trade and changes in the composition 
and terms of resource transfers from developed 
countries in accordance with new developmental 
priorities set by developing countries, and it is likely 
to require massive resources transfer from the 
developed countries even at the cost of a selective 
slow-down of the increase in their standard of living. 
Indeed, “‘without a major effort by the international 
community, 800 million people in the world can 
expect almost no improvement in their conditions 
of life for the rest of the Decade”. 


TIBRD, Annual Report, 1973. 
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Chapter XII 


EVOLVING INTERNATIONAL STRATEGY FOR THE 
SECOND DEVELOPMENT DECADE 


The partnership in development, between the 
rich and poor countries, is between unequals. 
However, the objectives of development for rich 
and poor countries alike should be the same: to 
assure the basic minimum for every citizen. The 
conspicuous failure of many developing countries 
to provide such a minimum for a large section of 
their citizens has troubled the collective conscience 
of the international community. In the provision 
of the basic minimum through the transfer of income 
from the rich to the poor at the national level 
there is no guid pro quo involved. What is needed 
in greater measure than before is the application 
of the same principle at the international level, 
since global economic security is indivisible. The 
case for such international transfer of income will 
be strengthened to the extent that developing coun- 
tries themselves pursue policies of redistribution of 
income in favour of the poorer sections of their 
populations, 


Thus, the evolving strategy of the Second 
Development Decade should be based on the willing 
transfer of income from the rich countries to the 
poor countries; it has to be in such volume and in 
such forms as to help the poor countries help 
themselves in as short a time period as possible. 
Such a policy will be related to the following fields: 
emergency aid to needy countries; an international 
mechanism adjustment to meet the developing 
countries’ greater requirement for foreign exchange 
reserves; the transfer of technology for agricultural 
and industrial development; and concessionary aid 
in greater measure. It would be consistent with 
self-respect for developing countries if some of this 
assistance were given in the form of reductions in 
barriers to developing countries’ exports, thereby 
facilitating those countries accelerated industrializa- 
tion. 


(a) Goals and objectives 


(1) Developing countries’ efforts 


In regard to the International Development 
Strategy’s goals and objectives related to developing 
countries’ efforts, the revision of the aggregate 
quantitative targets needs to be considered in view 
of the concern over widespread poverty, pressing 
food shortages and recent developments in the world 
economy. This could be done by adding such 


specific targets as annual rates of increase in output 
of food and essential consumer goods of industrial 
origin, or by adjusting the growth rates for imports 
and exports. 


However, account must be taken of the variety 
of conditions. prevailing in the developing world, 
and of the fact that, ultimately, it is the targets 
formulated by the countries themselves which are 
of operational value. It is more important, there- 
fore, that the developing countries should define the 
components of a minimum level of living consistent 
with human dignity, and incorporate into national 
development plans the objective of securing this 
minimum for all segments of their population. The 
new inclusion should contain both the objective of 
reduction and eventual eradication of poverty, and 
some specific targets for increasing output of goods 
and services required for its attainment. 


The other goals and objectives, as already out- 
lined in the Strategy, should be reaffirmed and 
vigorously pursued by the developing countries. 


(2) International division of labour 


Strategies for industrialization must be drawn 
up by individual countries in the light of such 
characteristics of their economies as resource endow- 
ment, industrial maturity, emphasis on increase in 
industrial employment and desirable degree of ex- 
ternal dependence. The main components of the 
Strategy to be agreed upon in specific terms are 
the rate of admission of industrial exports from 
developing countries into the markets of developed 
countries, the provision of access to advanced 
technology for the developing countries, and the 
assistance to developing countries in the adoption 
and adaptation of suitable technology. 


Whether through import substitution or export 
promotion, substantial improvement in the balance 
of payments is vital to most ESCAP developing 
countries. Any restructuring of the international 
economy has to be on the lines of international 


division of labour based on changing comparative 


advantage. In whatever sophisticated ways the con- 
cept of comparative advantage is argued, the need 
for greater access to the markets of developed 
economies for the export of developing countries’ 
primary products, raw materials and processed and 
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light manufactured goods is readily apparent. 
Necessary reductions in tariff and non-tariff barriers 
are discussed below. 


At this stage of the Second Development De- 
cade, it is time to arrive at an internationally agreed 
share of domestic markets in developed countries 
for specific products. For as many as possible of 
these, access should be given to developing countries’ 
exporters. The conclusion of the agreement on 
textiles indicates what progress can be made under 
the present international climate, as well as the 
considerable scope for further advance. 


(3) Self-reliance and technological progress 


Technological advance that has so far taken 
place has been largely import-biased with respect 
both to inputs and to technical processes. The 
recent increase in oil prices has underlined the 
vulnerability of the technological advance of deve- 
loping countries in both the agricultural and the 
industrial field. The small producer, the small 
farmer and the small and medium manufacturer, 
are generally left behind in technological progress. 
The importance of adaptation of available techno- 
logy and the need for basing such technology on 
local resource endowments have become clearly 
evident from the discussion above on the scope for 
integration of crop and livestock production at the 
small-farm level. 


However, technological advance has to continue, 
and advanced technology could be absorbed only 
in the large-scale modern sector and, even then, 
only after adaptation. A code of conduct for 
transfer of technology has some uses but there are 
problems regarding its enforceability. Some of the 
developing countries in the region have accumulated 
experience in adaptation of advanced technology 
and such experience could be pooled. International 
and regional research institutions, with adequate 
financial support, might play an important role in 
such borrowing and adaptation of modern technology 
by pooling the experience of developing countries 
and by conducting relevant research. Technical 
assistance through bilateral and/or multilateral chan- 
nels could be increased to such institutions. 


The scope for adaptation of technological pro- 
cesses may be relatively small in the advanced 
modern sector. However, the adoption of suitable 
modified modern technology could lead to full use 
of unemployed resources in the ESCAP developing 
countries’ agricultural and consumer goods sectors. 
The technology for these should make full use of 
locally available raw materials, bring about small- 
scale improvements in such fields as agricultural 
implements or rural modes of transport, and make 


use of available labour. This calls for the replace- 
ment of imported consumer goods by local sub- 
stitutes and also involves a reduction in the import 
of raw materials and machinery used in their 
manufacture. 


Changes in the pattern of international trade 
are involved, and these changes must gain willing 
acceptance by the developed countries. The gamut 
of such possible changes has been indicated by the 
recent rise in the prices of oil-based synthetics, 
with its possible stimulus to their replacement by 
local materials in the production of a wide range 
of consumer goods. Developed countries should 
welcome such moves which relieve the strains on 
their own economies caused by oil price increases 
and, in fact, should admit exports of small-scale 
manufactures from developing countries. 


Advanced modern technology is to a large 
extent the preserve of giant corporations whose 
operations spread over many countries, so that it 
is often difficult for developing countries to have 
access to it. Consideration might be given to 
institutional arrangements under the auspices of 
international organizations to ensure that the deve- 
loping countries share in the advantages stemming 
from the operations of such corporations, while 
their adverse effects are minimized. Ultimately, it 
will be the bargaining strength of the developing 
country, augmented by co-operation with other 
developing countries, which will unlock the secrets 
of technology on favourable terms. Any interna- 
tional institutional arrangement in connexion with 
the operations of such corporations should recognize 
the need for and legitimate modes of bargaining by 
developing countries. 


(4) Natural resources for development 


Global development, occurring in both develop- 
ed and developing countries, involves continuous 
efforts in exploration, identification and exploitation 
of natural resources; the recent surge in oil prices 
has underlined the need for such eftorts on an 
international scale. 


The exploration and identification of natural 
resources in the developing countries, for obvious 
reasons, should not be left to private concessionaries. 
International organizations, in co-operation with 
multilateral aid agencies, have to participate in this 
task. To assist this, the equitable ways of sharing 
and minimizing the cost through appropriate re- 
volving funds, already conceived, should be imple- 
mented rapidly. 


In the exploitation of natural resources, ade- 
quate safeguards must be instituted against deteriora- 
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tion of the environment of developing countries and 
the export of environmental problems to them. 
Vital to the ESCAP developing countries is their 
right to own, control, and dispose of their own 
resources through any means they deem appropriate; 
to limit such rights would be to deprive the deve- 
loping countries of their bargaining power over the 
giant firms which alone have the capacity for 
exploitation of the resources. 


(5) External aid targets 


Targets for the flow of external assistance are 
necessary aS norms against which the performance 
of donors can be measured. The concepts under- 
lying the present level and flow targets have been 
extensively studied, producing increasing support for 
the view that the target should include only aid 
flows which are administered with the promotion 
of economic development and welfare of recipient 
countries as their main objective, and that, to serve 
such purposes, they should be concessional. How- 
ever, the modification of the current targets in the 
light of such considerations presents conceptual and 
other problems. 


The “1 per cent of GNP” target has been 
criticized on the ground that it includes flow com- 
ponents whose motivation could be commercial and 
which are not amenable to influence and control 
by the Governments of the donor countries. The 
0.7 per cent target for Official Development Assis- 
tance (ODA) is generally considered to be the one 
relevant to development assistance. Even with 
respect to ODA, there are disagreements on the 
methods of measuring the “grant elements” of the 
loans included under it and the nature and level 
of the appropriate norms for measuring “‘conces- 
sionality’’. 


Some of the various alternatives to the Deve- 
lopment Assistance Committee norms which have 
been discussed in United Nations Conference on 
Trade and Development forums are: a minimum 
share of grants along with maximum interest rate 
and minimum grace and maturity periods; a certain 
minimum average concessional element in the total 
of grants and loans, without specification of minimum 
terms for each loan; and the establishment of a 
new ODA target in terms of the “grant element” 
of a donor’s programme as expressed as a percentage 
of its GNP. Each of these variations has advant- 
ages. However, they are all subject to the limitation 
that any rate of discount used in measuring the 
concessional element would at best be arbitrary. 
It may be useful to set the target in terms of grants 
as a percentage of GNP, but then to supplement 
reports of progress towards it with information on 
the provision of loans, net of amortization and 


interest and discounted at the prevailing prime in- 
terest rate in the aid-giving countries. 


If development aid is to have any significant 
impact on the reduction of unemployment and mass 
poverty and on the strengthening of social infrastruc- 
ture in developing countries generally, there has to 
be a greater volume of aid at low interest rates. 
The Ministerial Committee on the Transfer of Real 
Resources, convened under the aegis of IMF and 
IBRD, is making a comprehensive study of the 
various aspects of real resource transfers, particularly 
the amounts and quality of official development 
assistance, the policies and procedures of multi- 
lateral development financial institutions, the im- 
provement of access to financial markets in general, 
and international financial schemes for commodity 
regulation and price stabilization. As an outcome 
of such deliberations, the developing countries look 
forward to an early political decision on the 
establishment of the link between development 
assistance and SDR creation and credit facilities in 
favour of developing countries, including recycling 
of ‘oil money’. 


In the immediate period ahead there is the 
urgent need for food aid, estimated at 10 million 
tons annually for the coming two years. For 
development assistance to enhance self-reliance in 
developing countries in the coming years, priority 
has to be given to assisting fuller utilization of the 
existing installed capacity in industries and speedy 
agreement on contributions to the International Fund 
for Agricultural Development. 


One of the main causes for the recent “aid- 
weariness” has been the concern of the donors over 
the use of aid. Meanwhile, developing countries 
would like to have decisions on aid reached ex- 
peditiously and aid disbursed speedily. Multilateral 
aid agencies have evolved procedures for assessing 
the use and impact of assistance given before the 
extension of new commitments, but no other aspect 
has caused so much friction in extension of aid, 
bilateral and multilateral. Even after long debate 
on the use of aid and on ways of improving its 
efficiency and measuring the progress made, the 
problems connected with utilization of aid still await 
satisfactory solution. 


(b) Policy measures 


(1) Raw materials and development 


As the temporary gains from increased export 
prices for their products are being eroded by pay- 
ments for imports of foodgrains, fertilizers and 
machinery, the raw materials producing countries 
look to long-term means for maximizing their export 
earnings. 
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(i) Commodity agreements 


Considerable experience has accumulated in the 
negotiating, drawing up and working of international 
commodity agreements. The formation of pro- 
ducers’ communities, along with proposals for the 
Management of export availabilities, is gaining in- 
creasing attention as a means of maximizing export 
earnings. International commodity agreements have 
laid differing emphasis on their various objectives: 
price stability, achievement of remunerative and 
equitable prices, increase in export earnings of 
producers and adequacy of supplies to consuming 
countries. In addition, they can be a vehicle for 
transferring income from the rich countries to the 
poor countries. 


The purposes for which producers’ communities 
are contemplated can best be achieved only in the 
case of such non-competitive, non-agricultural goods 
as oil and some minerals; of these, the ESCAP 
developing countries are now only minor producers, 
except in the case of tin. With respect to com- 
petitive, mainly primary commodities, the difficulties 
in establishing co-operation and arriving at common 
policies towards price increases have to be worked 
out with developing countries elsewhere with diffe- 
rent political and economic affiliations and philoso- 
phies. A limit is set to possible price increases by 
the need to compete with synthetics, as in the case 
of rubber, or with substitutes, as in the case of 
oilseeds. 


Apart from the objective of securing the 
maximum possible price through producers’ com- 
munities, producing countries in the developing 
world expect commodity agreements to ensure prices 
for their products, which are equitable, remunerative 
and above free market prices in time of glut. The 
extent to which prices can be fixed at levels higher 
than free market prices, in the case of commodities 
produced by the poor countries and consumed by 
the rich countries, represents the degree of voluntary 
transfer of income from the rich countries to the 
poor countries. Neither conceptual nor practical 
problems in fixing such prices have been satis- 
factorily solved so far. Indeed, the fixation of such 
prices has been mainly the result of bargaining 
with the rich consuming countries. 


Equally intractable is the difficulty in the dis- 
tribution between the consuming and producing 
countries of the gains in productivity. The greater 
the success in the pursuit of higher prices for a 
commodity, whether alone or through the indexation 
of prices of manufactured goods, the less the 
incentive to shift away from production of that 
commodity. Attempts have been made to have 
special funds to encourage diversification included 
in commodity agreements. However, this would 


extend the agreement’s scope to the whole range of 
substitutes and to price incentives for the producers 
of both the commodities and the substitutes. 


(ii) Processing industries 


Success in increasing commodity prices through 
commodity agreements can provide ESCAP deve- 
loping countries with the time needed for achieving 
an increased rate of acceleration in the establishment 
of processing industries. This is a complementary 
approach to commodity problems, since the rapid 
expansion of processing industries both stimulates 
the expansion of production and productivity and 
decreases the surplus available for export, making 
the maintenance or increase of prices easier to 
achieve in the international market. 


At this stage of the Second Development 
Decade, greater attention has to be paid to the 
faster development of processing industries. The 
domestic problems associated therewith reflect the 
more general problem of industrialization: raw ma- 
terial availability, increases in productivity, efficiency 
of industrial operation, and transfer and absorption 
of technology. If advantage is to be taken of 
linkages of the processing industries by ESCAP 
developing countries with limited markets, there has 
to be intraregional co-operation. Moreover, such 
co-operation should be extended to include deve- 
loping countries with well-developed basic industries. 


On the part of the developed country trade 
partners, there needs to be a lowering of tariff and 
non-tariff barriers to imports from developing 
countries. Developing countries with favourable 
balance of payments positions may be able to 
participate, individually and through mutual co- 
operation, in the ownership or management of 
processing firms in developed countries. Firms in 
developed countries, especially multinational cor- 
porations which themselves are operating in the 
developing countries, should keep their doors open 
to such potential investors. 


In many joint ventures with multinational 
corporations in developing countries, it is current 
practice for technical processes not to be revealed 
to indigenous partners. In contrast to this, the 
participation in developed country firms, suggested 
above, if sufficiently large, might facilitate access to 
technical and marketing information. This could 
supplement existing techniques for acquiring tech- 
nology and experience, such as sending technicians 
and other observers abroad for training. There is 
certainly scope for improving the latter practice, 
especially in the form of the employment of 
technicians and executives from developing countries 
in developed country headquarters or affiliates of 
multinational corporations. 
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(2) Barriers to trade 


The international division of labour, based on 
changing comparative advantage in production, 
involves new international economic relationships. 
Developed countries’ adjustment in their production 
and trade policies to new production-cum-trade 
patterns would be a decisive test of their willingness 
to belp developing countries help themselves. The 
Strategy and the subsequent international meetings 
have laid down specific policies which have been 
extensively discussed. They remain to be translated 
speedily into action during the rest of the Second 
Development Decade. 


(i) Tariff preferences 


The generalized system of preferences (GSP) 
has been in operation for some time now. The 
benefits from the GSP will be significantly enlarged 
when the United States scheme is implemented. 
It is difficult to assess the impact of the system 
on developing countries’ exports because of the 
paucity of relevant information, but the needs of 
the developing countries with respect to further 
liberalization of the system have been repeatedly 
voiced in various UNCTAD and FAO forums. 


Developing countries have urged the extension 
of product coverage under the system with respect 
to agricultural products in BTN chapters 1-24, and 
extension of preference to all manufactures in BTN 
chapters 25-99. Such extension, in the case of all 
processed and semi-processed agricultural goods, 
would be in line with the principle to apply the 
system only to manufactured and semi-manufactured 
goods; this would also benefit developing countries 
which are not in a position to avail themselves of 
the preferences extended to manufactured exports. 
Lists of such items of interest for inclusion in the 
system have been drawn up by many developing 
countries. 


Developing countries would benefit considerably 
if duty-free and quota-free entry were provided for 
their exports of all these products. Developed 
countries could fix an aggregate ceiling of the per- 
centage of dutiable imports, at as high a level as 
possible, for which they could extend preferential 
treatment on a commodity-wise basis. While duty- 
free treatment for all products would be the ideal 
to strive for, deeper tariff cuts than at present could 
be accorded, on a selective basis, in favour of 
products in which developing countries are achieving 
increasing export potential. 


Developing countries find that the ceilings, tariff 
quotas and the maximum amount limitations, and 
the administrative complexity and the lack of in- 


formation on the utilization of ceilings, restrict their 
benefits from the system. The ultimate solution 
should be an agreed minimum percentage of 
total imports or imports of a particular product 
which the preference-giving countries would admit 
from developing countries. Although rules of origin 
are becoming better understood and more frequently 
complied with, -they still need to be harmonized 
and simplified. Value-added limits and multi-stage 
processing make it difficult for developing countries 
with a low degree of industrialization to benefit 
from the preference. In the interests of regional 
and subregional co-operation, cumulative origin, 
whereby all the preference-receiving countries are 
treated as if they are one area, should also be 
permitted for purposes of the value-added classi- 
fication. 


The phasing-out of the Commonwealth pre- 
ferences by 1 July 1977 and the establishment of 
a free-trade area for manufactured products in 
western Europe will place additional difficulties in 
the way of developing countries’ exports. While 
the process of enlargement and integration of Europe 
should provide greater trade opportunities for deve- 
loping countries, they will be able to take advantage 
of them only if they are allowed to compete on a 
fair basis with EFTA countries and non-European 
suppliers. Developing countries could be given the 
same access as countries participating in arrange- 
ments for the establishment of a free-trade area in 
manufactured goods. This might be achieved by 
the removal of such restrictions as negative lists, 
quotas and ceilings, and by the revision of exception 
lists to permit access for the products of export 
interest to developing countries. 


Schemes of generalized preferences and other 
preferential measures have been adopted by the 
centrally-planned economies of Europe, which have 
emphasized that they should be viewed in the con- 
text of their planning mechanism and the whole 
complex of their trading relationships with develop- 
ing countries. In the case of the USSR, unrestricted 
duty-free treatment has been extended without any 
safeguard clauses over the entire range of products 
in BTN chapters 1-99. The detailed planning of 
foreign trade in these economies, including internal 
pricing and marketing, facilitates the possible setting 
of a target of a minimum percentage of imports 
from developing countries. This target should be 
as high as possible. The necessity of concluding 
bilateral trade and payments arrangements, often 
involving the balancing of exports with imports, may 
inhibit some developing countries making full use 
of these preferential arrangements. Greater progress 
in multilateralism of trade between developing coun- 
tries and European centrally-planned economies 
would remove such difficulties. 
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(ii) Multilateral trade negotiations 


The preferential advantages which the develop- 
ing countries have gained slowly in the multilateral 
trade negotiations should now be safeguarded to 
ensure that reductions of tariffs on an MEN basis 
do not erode the advantages to the developing 
countries under the GSP. If, as an outcome of 
the negotiations, the preferential advantages of the 
developing countries were adversely affected, addi- 
tional, compensatory measures should be adopted 
by the developed countries. In fact, the multilateral 
trade negotiations provide an opportunity for 
granting further concessions to the exports of 
developing countries. 


Ideally, for export products of interest mainly 
to developing countries, the preferential margins 
under the GSP should be frozen at their present 
level and excluded from MEN tariff negotiations 
altogether. There are not many of these and few 
are of significant export interest to developed 
countries. In practice, developing countries could 
be accorded a reduction to zero of the GSP rate 
of duty, and the MFN reductions could be phased 
over a longer period. MEN tariffs on products of 
export interest to the developing countries which 
preference-giving countries are unlikely to include 
in the GSP should be cut as deeply as possible, 
with such tariff cuts implemented in advance in 
favour of developing countries. The products gene- 
rally excluded from GSP schemes are invariably 
subject to high tariff rates and include many labour- 
intensive and raw material-intensive products in 
which developing countries have a comparative 
advantage. This approach would require the speedy 
and effective implementation of appropriate adjust- 
ment assistance measures in developed countries. 
In addition, developing countries need to secure from 
the negotiations the elimination of non-tariff barriers 
on a preferential basis. 


If the developing countries are to be encouraged 
in their export drive, they require non-reciprocal, 
non-discriminatory and preferential treatment in the 
negotiations. While not accepting preferential treat- 
ment as a principle, the Ministerial Declaration at 
Tokyo, in September 1973, recognized the import- 
ance of the application of differential and non- 
reciprocal measures in favour of developing coun- 
tries. 


(iii) Non-tariff barriers 


The non-tariff barriers to unwelcome imports 
from developing countries are various and complex: 
quotas and licensing schemes, variable levies, policies 
in government procurement and state trading, 
technical standards, packaging, labelling and market 


requirements and health and sanitary regulations. 
At the mid-point of the Second Development De- 
cade, a start must be made on the reduction, 
relaxation and possible elimination of quotas which 
developed countries have found easy to impose and 
absolutely effective.. Multilateral trade negotiations 
under the auspices of GATT have generally been 
more effective in dealing with tariff than non-tariff 
barriers. Thus, an internationally agreed code of 
principles is needed to simplify the non-tariff barriers 
and to reduce their restrictive effects. 


First, such a code could provide that quotas 
should be based, not on past performance or past 
imports, but on the growth of the internal market. 
Second, there could be automatic increase in the 
quotas by progressive stages or they could be re- 
placed by customs duties at non-prohibitive levels; 
and the rate of increase in quotas could be linked 
to the increase in domestic market for the products. 
Third, discrete and automatic licensing could be 
abolished and, pending their abolition, they could 
be converted into global quotas providing for an 
adecuate growth of exports from developing coun- 
tries. Any reduction in, or abolition of, quota 
restrictions has to be non-reciprocal and discrimina- 
tory in favour of developing countries. Here again, 
the ultimate solution would be the fixation of an 
agreed minimum proportion of the domestic market 
to be met by imports from developing countries. 


(iv) Standstill and safeguards 


Developing countries consider that strict ad- 
herence to the standstill is basic to any programme 
for the expansion and liberalization of world trade. 
The use of safeguards measures should be subject 
to economic criteria internally agreed upon and well 
defined to indicate serious and substantial injury 
sustained for a long period of time and caused by 
an influx of imports from a developing country. 
There should be international consultations and 
review procedures at the time that the safeguards 
are instituted. Moreover, ways and means should 
be provided for adequate compensation in other 
spheres of trade whenever safeguards are applied 
against a particular commodity or country. The 
burden of adjustment will be mainly borne by 
adjustment assistance measures. 


(v) Adjustment assistance measures 


Liberalization of world trade based on changes 
in the international division of labour inevitably 
causes strains and stresses in industries whose pro- 
ducts can be imported from developing countries. 
Adjustment assistance measures to such industries 
in the developed countries could allow production 
and trade flows to adjust to changing competitive 
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conditions. This would minimize the social con- 
sequences of such competition during the transitional 
period required for the shift of labour and capital. 


In most of the developed market economies, the 
Governments have already instituted programmes 
to facilitate structural changes required by changes 
in demand, accelerated technological change, ration- 
alization of small firms and regional development 
programmes. A few developed countries have 
conceived adjustment assistance measures specifically 
related to dislocation problems caused by competing 
imports from developing countries. For example, 
the legislation introduced in Japan in 1971 on the 
introduction of the GSP enables a smaller firm to 
submit a plan for conversion or modernization to 
the Government, which will then provide the firm 
with guidance and arrange financial assistance, so 
as not to compete with imports from developing 
countries but to open up the domestic market for 
the latter. In effect, however, the adjustment assis- 
tance measures often contribute to improving the 
ability of industries in developed countries to com- 
pete successfully both in developing countries and 
in other developed countries. 


Further progress has been made since then. 
In the United States, the Trade Reform Bill, 1973, 
seeks to establish some link between import relief 
and adjustment assistance measures; a petition for 
eligibility for relief in the case of imports may 
include such objectives as facilitating the orderly 
transfer of resources to alternative uses and other 
means of adjustment to new conditions of com- 
petition. In EEC, the European Special Fund, 
which has been concerned mainly with intra-Euro- 
pean industrial mobility and regional development, 
could take measures to extend the logic of adjust- 
ment assistance to the international level. It should 
be noted that the new (1974) arrangement regarding 
international trade in textiles does not lay down 
any precise procedure and machinery for adjustment 
assistance in the developed market economies to 
shift their resources away from textiles and to the 
sectors in which they do have comparative ad- 
vantage. 


If liberalization of trade is to be based on 
changes in international comparative advantage 
favouring imports from developing countries of 
manufactures, semi-manufactures, processed and 
semi-processed products, guidelines on adjustment 
assistance measures need to be drawn up and agreed 
between the developed and developing countries. 
Such measures should be considered as alternatives 
to the maintenance or imposition of barriers to 
protect domestic resources from import competition 
from developing countries. 


At the same time, rather than re-equipping and 
modernizing existing production facilities, the mea- 
sures should aim at rapid reallocation of the affected 
resources to new products which do not compete 
with imports from developing countries. The ad- 
justment assistance measures could go further and 
induce enterprises in developed countries to shift 
the manufacturing of suitable products to the 
developing countries and to subcontract the pro- 
duction of components in which developing countries 
can have competitive advantages. 


The guidelines for adjustment assistance mea- 
sures should be examined and reviewed periodically 
by an internationally eminent group of experts 
together with concerned international organizations. 
To begin with, experience so far provides a ready 
list of competitive imports from developing countries 
whose admission into developed countries calls for 
adjustment assistance, viz. cotton textiles, clothing, 
footwear and leather and leather goods, timber 
products, simple electrical machinery and minor 
engineering goods. A start might be made by fixing 
a guaranteed share of the market for these products. 


The deliberations of the expert group might 
lead to the establishment of an international bank 
for industrial co-operation, the capital of which 
could be augmented by levies on developed coun- 
tries which fail to lower barriers to expose the 
agreed minimum share of their domestic market 
to imports from developing countries. The ex- 
perience of the Textile Surveillance Body, set up 
to oversee the implementation of the new textile 
arrangement, may be useful in finding ways of 
monitoring the effectiveness of the adjustment assis- 
tance measures. 


(3) Co-operation among developing countries 


Co-operation among developing countries, in the 
form of establishing new production and trading 
relationships, should be designed to benefit all the 
participants. Such co-operation would also promote 
world trade and economic expansion. The potential 
benefits of intraregional co-operation are well known, 
although they are yet to be reaped. Benefits would 
also flow from more interregional co-operation, i.e. 
among developing countries in different regions and 
between regional or subregional groupings where 
they exist. The extension of interregional arrange- 
ments will be difficult, partly although not necessarily 
for the same reasons as subregional co-operation is 
hard to achieve. Nonetheless, there is need for 
positive thinking during the rest of the Second 
Development Decade on the promotion of inter- 
regional co-operation among developing countries 
and the creation of the necessary institutional 
framework. 
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Co-operation among ESCAP developing coun- 
tries can help in the formation of more commodity 
communities which would provide a forum for the 
exchange of information on improving productivity, 
market conditions and price trends and for building 
up a common front against the imposition of barriers 
to their exports. Producers’ communities to maxi- 
mize export prices are fraught with difficulties. 
However, intraregional co-operation has a vital role 
to play in the development of processing industries, 
especially in overcoming the limitations of narrow 
domestic markets. Through the formation of joint 
ventures, the capital and technological base would 
be broadened and access to advanced technical 
processes might be secured on more favourable 
conditions. Some of the necessary financial infra- 
structure has already been created; an early priority 
should be given now to a regional approach to 
shipping problems. 


Interregional co-operation will extend the area 
of international division of labour and specialization 
according to comparative advantage. In primary 
production, many of the products of the ESCAP 
developing countries, or their near substitutes, are 
grown in other developing countries of the world. 
Interregional co-operation might lead, for instance, 
to agreement on the amount of tea to be produced 
in Africa, cocoa in Asia and pepper in Brazil. 


In the industrial field, primary products in one part 
of the world might be processed with the excess 
industrial capacity in another part of the world 
and exported to developed countries. The sub- 
contracting system has generally worked well, since 
the benefits, apart from employment, have accrued 
mostly to the giant corporations outside the deve- 
loping countries. With growing industrial maturity, 
such subcontracting might be arranged by all the 
developing countries amongst themselves. Develop- 
ing countries, acting together, should work out 
“bankable projects” and establish the necessary 
financial structure to attract the investible surplus 
of oil-exporting countries. 


Many of the common problems of the develop- 
ing countries can be faced through interregional 
co-operation. Two instances may be cited. The 
giant corporations could be persuaded to work for 
the benefit of developing countries, if many of the 
developing countries decided jointly on the condi- 
tions under which they will allow the corporations 
to operate within their borders. Shipping provides 
a good example of an industry in which the deve- 
loping countries could pool their resources and 
construct or charter shipping lines of their own, 
thus increasing their independence from influences 
originating in developed countries. 
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ECONOMIC BULLETIN FOR ASIA AND THE PACIFIC 
INDEX OF ARTICLES 


The articles published in the Economic Bulletin, since Vol. XXI, are listed below:* 


Yol. XXI, No. 1/2, June/September 1970 (Joint issue) 


— Report of the Seminar on Recent Developments in 
Planning Techniques 

— Structural development in the developing ECAFE 
countries 

— Resource allocation between capacity creation and 
capacity utilization 

— Relevance of development models to economic planning 
in developing countries 

— Interrelations between project, sectoral and aggregate 
planning 


Vol. XXI, No. 3, December 1970 


— Problems of integrating the private sector into the 
national economic plan 

— Economic co-operation among the Council for Mutual 
Economic Assistance (CMEA) countries 

— Economic reforms in socialist countries 


Vol. XX1, No. 4, March 1971 


— Economic Survey of Asia and the Far East 1970 
— Part One: The Role of Foreign Private Investment 
in Economic Development and Co-operation in the 
ECAFE Region 
— Part Two: Current Economic Developments 
Vol. XXHi, No. 1/2, June/September 1971 (Joint issue) 


— Report of the Expert Group on Criteria, Machinery and 
a Detailed Scheme for Periodic Performance Evaluation 
during the Second Development Decade 

— Three papers on price and trade indices for Afghanistan 

— Manpower demography of countries in Asia and the 
Far East 

— Trends in the economic and social development of the 
Soviet Central Asian Republics 


Vol. XXII, No. 3, December 1971 


— Conference of Asian Economic Planners (fourth session) 
— Country economic surveys 


Vol. XXII, No. 4, March 1972 
— Economic Survey of Asia and the Far East 1971 
— Part One: Social Justice, Employment and Income 
Distribution in the ECAFE Region 
— Part Two: Current Economic Developments 


Vol. XXIII, No. 1, June 1972 


— India: a review of development strategy policy and 
performance 

— Development policies in Ceylon: 1966-1971 

— Republic of Korea: economic development and major 
policy issues 

— Effects of income redistribution on economic growth 
constraints: evidence from the Republic of Korea 

— Ways and methods of economic planning in the USSR: 
case study of Tadzhikistan 

Vol. XXIII, No. 2, September 1972 

— Regional development planning 

— Progress reporting and evaluation 

— Planning process and programming techniques 

— Examination of policy measures that contribute to equity 
and social justice without substantial sacrifice of 
economic growth 

— Employment effect of currency overvaluation 

— Institutional structure and reforms 

— Industrialization trends in the developing ECAFE countries 

Vol. XXIII, No. 3, December 1972 

— Report of the Expert Group on Progress Evaluation 
during the Second United Nations Development Decade 
(second session) 

— The distribution of incomes in the ECAFE region: causal 
factors and remedial policies 

— Industrial policy issues and the employment problem 

— Agricultural employment and productivity 


* For Economic Bulletin issues prior to vol. XXI, 1970, please refer 
to the Development Planning Division, ESCAP. 


— On the measurement of mass poverty in India 

— Report of the Preparatory Group of Experts in Connexion 
with the Ninth Group of Experts on Programming 
Techniques 


Vol. XXIII, No. 4, March 1973 
— Economic Survey of Asia and the Far East 1972 
— Part One: First Biennial Review of Social and 
Economic Developments in ECAFE Developing 
Countries during the Second United Nations Develop- 
ment Decade 
— Part Two: Current. Economic Developments and 
Policies in the Countries of the ECAFE Region 


Vol. XXIV, No. 1, June 1973 
— Declaration of Population Strategy for Development 
— The interrelationship between economic development and 
population growth during the Second and Third Develop- 
ment Decades 
— Manpower growth and labour absorption in developing 
Asia 
— Population and food supply in Asia 
— Implications of population trends on urban development 
and housing 
— The role of incentives in family planning 
— Future family planning impact: method and data 
requirements 
— Selected aspects of the first regional survey of demo- 
graphic research and teaching (training) institutions in 
demography in the ECAFE region 
Vol. XXIV, No. 2/3, September/December 1973 
(Joint issue) 
— On the development of basic income indicators to 
supplement GNP measures 
— Anatomy of labour absorption in Philippine manufactur- 
ing, 1956-1966 
— The unemployment problem in Fiji 
— The structure of industrial protection in Thailand during 
‘the 1960s 
— The optimum stability of exchange rates 


Vol. XXIV, No. 4, March 1974 
— Economic Survey of Asia and the Far East 1973 
— Part One: Education and Employment 
— Part Two: Current Economic Developments 


Vol. XXV, No. 1, June 1974 

— Review of the economic and social situation in the 
ECAFE region and consideration of action in priority 
areas 

— Major economic and social problems: a recapitulation of 
events and projections during the 1970s and 1980s in 
the ECAFE region 

— Food shortage and nutrition in the ECAFE region 

— Technology transfer as a development strategy in the 
ECAFE region 

— Proposals for trade policies in the ECAFE region 

— The role of multinational corporations in the EBCAFE 
region 

— Distribution of income and wealth in the strategy for 
development in the ECAFE region 

— The utilization of labour in the strategy for development 
in the ECAFE region 


Vol. XXV, No. 2/3, September/December 1974 
(Joint issue) 
— Development planning techniques in India 
— Development planning techniques in Iran 
— Development planning techniques in Japan 
— Development planning techniques in Malaysia 
— Development planning techniques in Nepal 
— Development planning techniques in the Philippines 
— Development planning techniques in Sri Lanka 
Vol. XXV, No. 4, March 1975 
— Economic and Social Survey of Asia and the Pacific 1974 
— Mid-term Review and Appraisal of the International 
Development Strategy for the Second United Nations 
Development Decade in the ESCAP Region, 1974 
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